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With Th\e Editors 


‘Tha. End. of Civiligation 


In the relatively brief recorded his- 
tory of the strange doings of human 
being on this planet great wars have 
figured repeatedly. Was there ever 
one which failed to elicit from num- 
erous Jeremiahs — worried about 
their property rights or their position 
in society —the doleful prophesy: 
“This war will ruin the world”? Or 
the alternative croak: “This war will 
be the end of civilization”? 

“But it’s different this time,” says 
the present day Jeremiah. “It’s far 
bigger, more destructive, more costly 
than wars of earlier times.” 

True enough. But civilization is 
also “bigger” than in earlier times, 
and the wealth of the world is infi- 
nitely greater. This is not to make 
light of the tragedy that Hitler has 
inflicted upon us. But it is a simple 
statement of fact. 

Unless there is some literally 
cosmic upset a billion or more light- 
years hence, there will always be a 


BY LAURENCE STERN 


future for mankind on this earth; 
and in that future there will be a 
place for brains and imagination, 
creators and producers. We could do 
with more of the work-a-day fellows 
of balanced mind who calmly take 
this for granted as they concentrate 
both on today’s job and prudent 
planning for tomorrow’s problems 
and opportunities. 

Nothing in a long time has re- 
freshed us more than a simple story 
from Detroit in this morning’s news- 
paper—a story telling how General 
Motors executives and engineers are 
intently switching from a peace-time 
to a war-time basis but simul- 
taneously going ahead with research 
and planning for the post-war period. 
They just seem to take it for granted 
—and we share their faith—that the 


technological and operating lessons 
learned in war production can be 
translated into post-war progress of 
benefit to their company, its cus- 
tomers and the country. 

There will be more plastics in the 
cars of the future, they predict. 
Aluminum will be fighting it out 
with steel for position. Rubber and 
rubber-like synthetics will have a 
bigger role. One hundred octane 
gasoline will be general, bringing 
more power with greater economy. 

“We are learning many things 
from this emergency, both about 
materials and manufacturing,” says 
C. L. McCuen, G. M. vice-president 
in charge of engineering, “and all of 
them will be reflected in better prod- 
ucts and better values.” 

A day will come when nowhere in 
the newspaper can be found the 
name of the German ex-corporal with 
the Charlie Chaplin mustache—and 
it never will be missed. 
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This is quantity production of aircraft engine crankcases in one of the 
Wright Aeronautical plants. Have you observed the declining usage of 
the word "bottleneck" as related not only to aircraft but to the defense 


program in general? Reason: the program is beginning to click in a big 


way—and with radically diverse implications for our civilian economy. 


See the feature article beginning on page 614. 
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The Trend of Events 


UP TO HITLER... The only thing at all surprising about 
the President’s order to the Navy to “shoot first” at 
German and Italian war craft in waters which we deem it 
necessary to protect in our own interests is that it did 
not come sooner. 

There has been a lot of double-talk in this country on 
foreign policy. Realities and events are what count; and 
the realities of our position are perfectly clear. With 
the unquestionable approval of a large majority of our 
people, we long ago abandoned any pretense of genuine 
neutrality; we transferred important amounts of the 
regular equipment of our Navy and Army to the British; 
we committed ourselves to supply unlimited munitions 
to enemies of the Axis, deferring any question of pay- 
ment; we put our Naval patrols to spotting and reporting 
to the British the positions of Nazi war craft in Atlan- 
tic waters; we occupied Iceland, which is within bombing 
range of the European mainland; we have established 
our “bridge of ships’—merchant and Naval—more than 
two-thirds of the way across the Atlantic. 

Has any one of rational mind imagined that we would 
or could retreat? Our policy is positive defense of our 
own vital interests. We have a vital interest in the sur- 
vival of Britain and the British fleet because of their 
essential relationship to the ocean approaches to the 


Western Hemisphere. To protect this interest, we are 
taking the minimum steps of expediency. We hope they 
will get the desired results without involving us in full- 
scale hostilities. Obviously, they cannot lead to a major 
participation in hostilities immediately or any time soon. 

The scope of Naval action arising out of our latest 
move is entirely up to Hitler. It is the Germans—not we 
—who now have cause to be fearful. They are deeply 
committed in Russia. Their Navy is hopelessly out- 
classed by the combined British and American strength 
in the Atlantic. While they may be far from complete 
defeat, they are even farther from complete victory. 
The odds are steadily lengthening against Germany’s 
chance of bringing Britain to her knees, sinking or taking 
over the British fleet, becoming the dominant world 
power. If Hitler now chooses to challenge the United 
States, it will be the act of a losing gambler. 


ISOLATIONIST DEMOCRACY .... Close on the heels 
of the President’s radio address to the nation come the 
expected charges and denunciations from the isolation- 
ist minority. “He has launched us into undeclared war.” 
“Again he has arbitrarily by-passed Congress.” 

It is unfortunate that the American system of repre- 
sentative government is not functioning as it was in- 
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tended to function, that the President cannot work 
closely with Congress on delicate matters of foreign 
policy. But with full allowance for Mr. Roosevelt’s 
fondness for administrative power, the simple fact is 
that the chief blame centers on his opposition in the 
United States Senate. 

The President does not take the leaders of this oppo- 
sition into his confidence very often because when he 
has done so his confidence has not been respected. There 
is a “leak” to the newspapers within an hour or two. But 
what is more serious, the archaic rules of the Senate—not 
the Constitution—permit a filibustering minority to 
make a mockery of representative government and the 
principle of majority rule as exercised through a reason- 
able period of debate followed by vote. 

No matter how vital may be a measure proposed by 
the President or how urgent in point of time, and no 
matter how large may be the favoring majority in Con- 
gress or among the people, democratic decision can be, 
and often is, held up intolerably by a pig-headed minor- 
ity. In the present world situation, if we were forced to 
choose between dictators, we would take Roosevelt 
rather than Senators Wheeler or Nye. 

The sorry record of the isolationist Senate minority is 
grudging retreat from one mistaken position to another, 
time and time again. They didn’t believe there would 
be a war. When it came they thought it was a “phoney.” 
They made no positive contribution to American de- 
fense, most of them “going along” either half-heartedly 
or belatedly. If men so given to miscalculation of world 
forces had determined our policies and our defense pro- 
gram from the start of the crisis precipitated by Nazi 
aggression, where would we be today? You answer it. 


INFLATION ... The recent speech by Secretary of the 
Treasury Morgenthau at Boston on the problem of in- 
flation told us nothing we did not already know but it 
was nevertheless in one respect a most notable utterance. 
For the first time a leading Administration official frank- 
ly spoke his mind, pulled no punches and refused to steer 
a timid course around those two sacred cows of present- 
day American politics: the wages of labor and the prices 
of agricultural products. 

“It is sheer folly,” he said, “for labor leaders to seek 
new increases in wages every few months—new increases 
which in turn produce higher manufacturing costs, 
higher prices and a higher cost of living.” 

He was even more blunt in his reference to farm prices 
and the wholly artificial, government-managed scarcity 
which has raised them so sharply. “I wonder,” he said, 
“if the housewife knows, when she pays 15 per cent more 
for a bag of flour than she did a year ago, that our supply 
of wheat is the largest on record.” 

Now, of course, wages and farm prices are not the 
whole story of inflation, but certainly they play a major 
role in this politico-economic drama and if they are to 
be free of restraint it is utterly fatuous to talk of “con- 
trolling” inflation. If wages can not be restrained by 
legislation—and probably they can’t—surely the Ad- 
ministration should try exerting far more moral pressure 
on the union leaders than it has thus far seen fit to do. It 


doesn’t need legislation to prevent further rise in farm 
prices, most of which are directly felt by the consuming 
public in higher cost foods or clothing. All it need do is 
release for the markets a portion of the huge surpluses 
it has been buying up in recent years to raise prices. 

If neither remedy is applied, the only other effective 
approach would be to tax away from labor and the farm- 
ers a stiff share of their gain in purchasing power. They 
are receiving the largest part of the additional billions 
of national income payments. The classes which are 
getting the least increase in purchasing power are being 
called on to pay the major share of the increase in direct 
Federal taxes. Whether this may be “social justice” or 
not, it is clearly no way to stop inflation—than which 
nothing could be a more rank social injustice. 


THE GASOLINE "SHORTAGE"... The investigation 
by Senator Maloney’s committee has revealed beyond 
question that the threat of gasoline shortage in the East 
was greatly and persistently exaggerated by Secretary 
Ickes, the Oil Co-ordinator, and his aides. 

We don’t know the reasons or motives behind this. 
If Mr. Ickes was ignorant of the true proportion of the 
shortage threat or of the possibility of using idle railroad 
tank cars to minimize it, he cannot be excused. If he 
used the scare for the propagandist purpose of getting 
the people “used to war sacrifices.” he cannot be ex- 
cused. If he used it to further his own ambition to 
become permanent Federal boss of the petroleum in- 
dustry, he cannot be excused. 

This is not to say that nobody else was at fault. If 
the oil men and railroad men knew the facts and the 
remedy, they can be blamed for not speaking up earlier 
with the necessary vehemence. And if the higher cost of 
tank car transportation had something to do with delay- 
ing agreement, surely that matter should have been ad- 
justed promptly by the oil industry and the railroads on 
the one hand, and the offices of Secretary Ickes and Price 
Administrator Henderson on the other hand. 

In any event the motoring public has been sub- 
jected to a silly furore and to the inconvenience of an 
unneeded curfew on gasoline sales from 7 P. M. to 
7 A.M. As faithful a New Dealer as Mayor LaGuardia 
now says the curfew should be ended. No good has 
been done to the cause of sane conservation of gaso- 
line, which no doubt is necessary and which obviously 
is called for by prudence. We don’t know whether 
additional ocean tankers may ultimately have to be 
diverted and we can’t be entirely sure that rail tank 
cars will provide a 100 per cent answer. But on any 
further conservation moves the great Ickes, now touring 
the west on an extended vacation in a private railroad 
car, will have to get off to a fresh start or let somebody 
else do it. 


THE MARKET PROSPECT .. . Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 608. The coun- 
sel embodied in the feature should be considered in 
connection with all investment suggestions, elsewhere in 
this issue. Monday. Sept. 15, 1941. 
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As 9 Soo Jt! 


BY CHARLES BENEDICT 


""'THE CRY OF WOLF!" 


1s the fable, Aesop concentrated so much on the irre- 
sponsibility of the shepherd boy, that we are apt to 
minimize the fact there actually was a ferocious wolf 
prowling about. The fault for the loss of the sheep, 
therefore, should have been laid on the doorstep of the 
indignant elders, whose failure to recognize their danger 
and whose lack of foresight, placed their flocks at the 
mercy of the wolf, for the guardian of the sheep was a lad 
armed only with a stick and a pair of lungs. 

To remember this might go a long way toward tem- 
pering the irritation against Administration spokesmen 
who seem to be exhorting us to action before disaster is 
on top of us, especially when we know an insatiable and 
desperate wolf is loose upon the world—ready to spring 
should he find us weak enough. 

By some coincidence, one of nature’s phenomena, as 
seen in the illustration herewith, the physical contour 
of Nazi Germany of 1938 was that of a wolf with its 
mouth already open to swallow poor, unfortunate 
Czecho - Slovakia. And 
today, misshapen with 


It's still the same wolf, even though now gorged into different shape 


of them. Senator Wheeler comes from a state of 559,456 
inhabitants and he has always managed to secure more 
Federal appropriations for his constituents than they 
ever paid in taxes. His influence too is responsible for 
the high price for silver which redounds to the benefit of 
his State while it taxes the rest of the people of the 
United States. 

Senator Nye comes from a state of only 641,935 in- 
habitants who have also been the recipients of greater 
Government bounty than was received from them in 
taxation. Here, too, the citizens of the larger states are 
taxed in their behalf. 

Why these two men, representing such a small minority 
of the people in these United States, should consider they 
have the right to travel about the country exhorting the 
rest of the citizens to defy their elected President and 
their Government is beyond me. 

As for Charles Lindbergh, he has neither the capacity, 
sagacity nor the experience necessary to advise the 
American people. In the 
first place, he came out 
for appeasement, and in 


ee 





gorging, and despite in- 





digestion, the Nazi wolf 
is still on the rampage, 
—with members of his 
pack already loose 
among us. 

They and their fellow 
travelers are endeavor- 
ing to sabotage the ef- 
forts of the Administra- 
tion directed at destroy- 
ing the Nazi wolf. Three 
important leaders in this 
movement, Senator 
Wheeler, Senator Nye 
and Charles Lindbergh, 
are attempting to repeat 
the Nazi trick, whereby 
the party secured con- 
trol of the radio, the 
movies, the press and 
every other form of 
communication adapted 
to propaganda. Only a 
minority of the people 
of this country are back 
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his next speech he was 
against rearmament; 
while attempting to dis- 
credit the Government’s 
plan of campaign which 
made the British Isles 
our first line of defense. 
He made capital of the 
inadequate slogan of all 
“Aid to Britain” to con- 
fuse the issue. A more 
accurate slogan would 
have been all “Aid to 
Britain to Serve Amer- 
ica.” 

In his latest attack, 
Mr. Lindbergh seems to 
have thrown off his mask 
and appears as a full- 
fledged supporter of 


Nazism. He even 
shocked Hearst’s New 
York American, which 


referred to his speech as 
Please turn to page 656 
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It remains notably a "market of stocks”. 


Appraising Base for Market Advance 


While the averages give no current 


clew to general trend, we believe that anything worse than relatively moder- 


ate reaction is improbable; and that discriminating purchases are warranted. 


BY A: T 


Summary of the Fortnight: Investors and_ traders 
found no general cue for action in the President's “shoot 
first” radio address, in the propagandized reports from 
the Russian fronts or in the mysterious Japanese nego- 
tiations. Noticeable net change in the averages was con- 
fined to moderate decline in rails. But the majority of 
“special situation” changes were on the up side and fairly 
numerous. 


FE. more than six weeks, or ever since the spring-sum- 
mer market recovery ran into trouble near the end of 
July, the normally volatile Dow-Jones industrial average 
has idled back and forth within a range of approximately 
5 points, on the basis of closing prices. Since our last 
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previous analysis was written, the maximum intra-day 
range has been but a trifle more than 2 points. 

On the day following the President’s announcement of 
his order to thé Navy to “shoot first” at any German or 
Italian submarines or raiders encountered in the waters 
it is patrolling, the industrial average advanced 3 cents 
and the rail average declined 10 cents. 

Yet we read in the eminent Wall Street Journal that: 
“The United States is at war.” A little war for the 
present, in terms of actual shooting—but implying a 
“long run probability” of total war. And then it gives 
us some hair-raising conjecture of what is would mean 
to raise, equip and send to Europe an expeditionary force 
of maybe six or seven million men. 

Well, if we are at war, the stock market on the face of 
it is neither surprised, disturbed nor pleased. And, quite 
understandably, it is not inclined to try to undertake 
any premature discounting of the “long run probability” 
of total war and total taxes—having no idea of just how 
long the long-run may be, and having scarcely better 
idea as to just how probable is the “probability” cited. 

No one has been able to predict the general course of 
this war or the direction, outcome and duration of the 
more important individual campaigns. It has produced 
many surprises and you can be almost certain that there 
are more surprises to come. In a very general way, the 
eventual alternatives are clear. They are: (1) a victory 
by Germany so complete that she can dictate the peace; 
(2)a victory by Britain and her Allies so complete that 
they can dictate the peace; (3) no complete victory by 
either side and an ultimate negotiated peace. 

There was a time when the first possibility was the big- 
gest worry of the American people and of the stock mar- 
ket. Whether justifiably or not, that fear has now vir- 
tually disappeared. Right or wrong, the present con- 
sensus of opinion is that, no matter what happens in 
Russia between now and next spring and no matter what 
happens in Africa or the mid-East, Hitler’s chance of 
knifing the heart of British resistance—the island of 
England—and of dictating a peace to the British-Ameri- 
can coalition is practically nil. That is one consensus 
with which the writer happens to agree, and which ap- 
appears to rest on a rather strong basis of fact. 
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But let’s go on. There is another consensus. It is that 
the war will last a long time, that the United States will 
bring her full military weight to bear in the decision and 
that Germany will in the end suffer a devastating defeat. 
It may possibly be so—but the writer will merely observe 
that all of this is the sheerest conjecture. 

It would be logical if one assumed that the Nazi regime 
could only be changed by invading armies. But that is 
not necessarily so. To intelligent minds outside of Ger- 
many it is clear that the Hitler regime cannot indefi- 
nitely support the German people on loot, that his “new 
order” can never be more than an anarchy more or less 
suppressed by force of arms and that he can never nego- 
liate a peace in any real sense of the word. For peace 
means nothing if it does not mean substantial demobili- 
zation of armies and resumption of civilian production. 
Not everybody in Germany is crazy. It may dawn on 
responsible elements, in and out of the Army, that the 
German people can never have peace until the Nazi 
regime is disposed of and there is established a govern- 
ment with which Britain and the U.S. are willing to ne- 
votiate. It may dawn upon them sooner, rather than 
later, if some or all of the following things come about: 
(1) continuing formidable resistance by Russian armies, 
no matter where the fronts may lie; (2) severing of the 
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Axis tie by Japan and the end of the present threat of a 
two-ocean war for the U.S.; (3) a victorious British drive 
—probably soon to be tried—against the Axis forces in 
Africa. 

In any event, don’t be surprised if one of these days 
there comes a peace drive not from Hitler, but from 
Roosevelt and Churchill—a peace drive not at all di- 
rected at Hitler but at the German people. And right 
here we need to take a critical look at still another cock- 
sure consensus—a consensus of belief by a goodly num- 
ber of Americans that Roosevelt is plotting and conniv- 
ing to get this country into an all-out shooting war as 
soon as possible. Necessarily, this also is conjecture. 
The actions thus far taken by the President, as distinct 
from his words, make out a more plausible case for the 
view that he is striving at the present stage of the game 
to make a complete German victory impossible and to do 
so without total military involvement. 

It should be obvious that the more successful this 
policy of limited war liability becomes—or appears to 
become—the less chance there will be for American pub- 
lic opinion to swing in favor of total involvement, such 
opinion (if we can judge by all available polls and straws 
in the wind) now running fully 80 per cent the other 
way. Yet, if this is so, and assuming the war remains 
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basically a stalemate in the sense of producing complete 
victory for neither Germany nor Britain, what alterna- 
tive will be left except an Allied peace drive or an over- 
turn within Germany such as might permit genuine peace 


‘explorations from that side? 


We have discussed these matters beyond our cus- 
tomary length for a very good reason. It is this: The 
stock market is completely dominated—both in fluctua- 
tion of the averages and in “special situation” variations 
—by the realities and contingencies of war, as affecting 
both investment psychology and the tangibles of varying 
corporate prospects. In our opinion, it is improbable 
that secondary war contingencies—for example, the pos- 
sible German capture of Leningrad or Kiev or even Mos- 
cow; or a possible British victory in north Africa—could 
shake this market into really broad or sustained move- 
ment either way. 

We have pointed out previously the background tech- 
nical evidence suggesting a tendency toward narrowing 
range of annual fluctuation. Maybe it is coincidence 
that, as regards the vital matter of defeat or victory for 
Great Britain, the war contingencies seem also to be 
—so to speak—in a narrowing range of variation. 

As long as this is so, we venture the opinion that for 
some time to come it is improbable that this year’s 
high to date—approximately 130 in the Dow-Jones in- 
dustrial average—can be stretched by more than 10 
points at the outside; and we venture the further opinion 
that the 1941 low to date—approximately 115 in May— 
will not be stretched at all for an equally indefinite time 
to come. Indeed, barring some really decisive change 
in the war status, we think it likely that any nearby re- 
action is likely to peter out at or above the 120-122 
level. 

On the whole, the subdued picture we have painted 
here seems to us more encouraging than discouraging. 
True, you can’t safely buy any security—whether for 
income or appreciation—and tuck it away for more or 
less indefinite retention. But when could you? If you 
agree that the probable bottom resistance of this market 
is approximately as indicated above, vou must also agree 
that there are numerous opportunities for discriminating 
purchase today of securities which offer excellent current 
yields and which carry relatively small risk. 

And while it may be a “do nothing” market in terms 
of the averages, it is far from such in terms of individual 
stocks. After all, it is only in terms of individual securi- 
ties that the investor or trader can take action. Numer- 
ous issues have scored decidedly worth while gains this 
year; and there is no reason to assume there will not be 
others. 

Finally, odd lot transactions for some weeks have 
shown a persistence of selling on balance, especially so 
this month to date—another questionable consensus. 
Together with other things, it suggests that even in 
terms of the averages bearishness probably is more risky 
than bullishness at the present time. 





Conclusion: The averages hold well, anything worse 
than relatively moderate reaction seems improbable and 
many individual equities are managing to advance. Dis- 
criminating purchases are warranted, though a reason- 
able reserve of liquidity should be maintained. 

—Monday, Sept. 15. 
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New Angles 


in Corporate Earnings 


War Economy Brings 
Reshuffling of Outlook 
For Many Companies 


BY J. C. CLIFFORD 


As PRIORITIES meander through the business structure, 
the earnings pattern of the average American corpora- 
tion shows a significant basic shift. The re-formation of 
this pattern is likely to grow even more extensive under 
the vital influence of 1941 taxes. With regard to the 
first consideration—priorities—all industry is feeling, or 
shortly will feel, the effect of the gigantic armament effort 
in one way or another. First to come under priorities 
are the metal trades. For some months a form of 
priorities has been in effect on most critical metals, such 
as aluminum, cadmium, copper, chromium, cobalt, iridi- 
um, manganese, mercury, lead, zinc, nickel, tin, brass, 
bronze, magnesium, tungsten, but all possible leaks are 
now in the process of being plugged, with all-inclusive 
controls at hand. 
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Official restraint for the metals industries naturally 
tends to hold in check the profits of the materials produc- 
ers themselves, but as matters actually work, such a 
high production level is reached—even for the defense 
program as projected alone—that a substantial earnings 
aggregate is still possible for the majority of these indus- 
tries. Of far greater significance, however, as far as 
priorities and preferences are concerned—not only those 
on metals, but those on rubber, oil, shipping and numer- 
ous other lines—is the effect on the many companies 
which cannot obtain an adequate amount of these mate- 
rials or service, or those companies which cannot obtain 
any. 

The automotive, refrigerator, washing machine, sewing 
machine, oil burner, kitchen range, vacuum cleaner, 
bicycle, metal container, civilian residential building, 
photographic equipment, sporting goods and similar 
industries have searched frantically for substitutes and 
replacements, and unfortunately for some of these indus- 
tries, they have found after having settled on usage of 
a basic substitute and after having made expensive read- 
justments for this purpose, that defense preferences have 


611 











been established even in the substitute commodity, 
making it necessary to turn again to other fields. In 
some cases, as in aluminum pots and pans, manufactur- 
ers turned to enameled ware and copper ware, being 
unable to try other fields, since their machinery could 
handle only metal products. Machinery changeovers 
are virtually impossible because of machine tool 
priorities. 

Armament economy measures naturally have brought 
about a major boom in all reasonable substitutes, among 
the more outstanding of which are plastics. Molded 
plastics not only can compete with die castings for 
thousands of different jobs, but they are fundamentally 
better, according to some industrial authorities. Though 
the cost of suitable plastics is generally higher than that 
of unfinished castings, this is offset by the fact that no 
finishing operation is required for plastics parts. 

Plastics being fundamentally a branch of the chemical 
industry, the large majority of chemical companies are 
in the plastics business. This fact somewhat complicates 
investment in the plastics industry as such, in that the 
plastics division in most instances are small in relation 
to aggregate chemical business done. Leaders among the 
plastics producers include du Pont, Union Carbide, Mon- 
santo, American Cyanamid, Dow Chemical, Hercules 
Powder, Allied Chemical, Commercial Solvents, Catalin 
Corp., Continental Diamond Fibre, Durez Plastics & 
Chemicals, Formica Insulation and Richardson Co. Of 
these, the last five are 100% producers of plastics alone, 
although their individual output falls far under that of 
such of the chemical Union Carbide and 
du Pont. 

Another important “ersatz” industry is synthetic 
rubber, which among the smaller industries, probably is 
the fastest growing industry today. It is, like plastics, 
basically a chemical enterprise, with du Pont the leader 


leaders as 


Heavy equipment is no stranger to Westinghouse Electric 
although a new airplane wind-tunnel is a radical departure 
from the usual line. 


Once Yale & Towne's largest product was 

a lock or a door for a vault but now a 

complicated anti-aircraft gun mount is 
taken in stride. 


in the field, and Dow Chemical like- 
wise active. The oil companies are 
prominent in developing the syn- 
thetic rubber industry through pro- 
motion of the “buna” type rubbers. 
Among the leaders in this field are 
Phillips Petroleum and Standard 
Oil of N. J. The several tire com- 
panies, particularly Goodrich, Goodyear and Firestone, 
also are making fast progress, but in these and all the 
above instances, the percentage of synthetic rubber 
business to aggregate business done is comparatively 
small. 

Among priority metals themselves, there is wide 
variation as to position. Lead, for example, is much 
less likely to run into scarcity than top defense mate- 
rials, such as aluminum and zine. Accerdingly, it is 
quite possible that lead will be turned to as a substitute 
for other metals. Lead alloys, for example, may be used 
to replace zinc in some die-casting operations, and the 
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Shipbuilding on the West Coast was form- 
erly restrained by lack of adequate 
supplies of material. Now it is one of 
the most active centers of the country. 


industry seems likely to regain some 
of the ground lost to copper and 
brass in the building materials 
trades. Such companies as St. Joseph 
Lead, Eagle-Picher Lead and others, 
naturally will experience substan- 
tial benefits, even though vulner- 
ability to taxes will materially re- 
duce the amount of increased gross revenues that can 
be carried through to net. Nevertheless, it is likely that 
this field will show larger net income and moderately 
increased dividends this year, as compared with 1940. 

With progress of the armament program, the tin 
situation rapidly grows worse, despite feverish efforts on 
our part to build up our tin supply through imports. 
Paper, glass, plastics, synthetics resins are all progress- 
ing as substitutes. Beneficiaries from tin priorities 
include a number of companies, such as Anchor-Hocking 
Glass, Container Corp., Gaylord Container, Lily-Tulip 
Cup and others. In this connection, it might be borne 
in mind that the metal container manufacturers them- 
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selves are turning to substitutes, with the paper container 
division of American Can growing speedily. 

Up to this point, we have indicated only major bene- 
ficiaries of priorities, but there is, sadly enough, another 
side to the question. Priority “casualty” industries will 
be numerous, especially among small lines which lack 
substantial cash resources and thus are unable to with- 
stand prolonged shrinkage of business. The effect of 
priorities may vary quite broadly, and it is likely that 
in many cases defense work eventually may counterbal- 
ance the losses, but, in the meantime, dislocation may be 
considerable, with the effect on net income unfavorable. 

Among the numerous priority “casualty” companies 
may be included Art Metal Works, Briggs & Stratton, 
Checker Cab, Chicago Flexible Shaft, Collins & Aikman, 
Commercial Credit, Commercial Investment Trust, 
Crosley Corp., Driver-Harris, Easy Washing Machine 
“B,” Electric Household Utilities, Evans Products, Hazel- 
tine Corp., Hoskins Manufacturing, Hudson Motor, 
Kingston Products, Landers, Frary & Clark, Liquid Car- 
bonic, Maytag Co., McGraw Electric, Midland Steel 
Products, Motor Products, Noblitt-Sparks, Outboard 
Marine, Parker Rust-Proof, Sanford Mills, Servel, Inc., 
Singer Manufacturing, Trico Products, Twin Coach, 
Wayne Pump, Williams Oil-O-Matic and Young Spring 
& Wire. 

On another extremely important front—taxes—there 
are many new angles to consider as a result of the ap- 
proaching determination of taxes for this year. Utilities 
are one of the hardest-hit industries in this respect 
because of their virtually inflexible rate base. Another 
industry likely to suffer in unusual degree from the forth- 
coming higher tax base is foods, thought there is much 
more flexibility in the retail price structure than in the 
case of utilities and the (Please turn to page 649) 


The end of a General Motors production line with machine 
guns rolling off instead of automobiles. 
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SHIFT TO ARMS HE most significant eco- 
nomic changes that will de- 
velop over the rest of this 
year are the following: 
DIVERGENCE IN (1) The period in which 
non-defense production ex- 
panded side-by-side with de- 
fense production—both reach- 
ing record heights—will draw 
progressively to a close. There will be an uneven taper- 
ing off in civilian output, led by non-essential durable 
goods; but a very sharp rise in the production of all types 
of armament. 

(2) The dynamic gains in civilian buying will shift 
increasingly from durable goods to “soft” types of gen- 
eral merchandise, and to amusement, recreation and 
such luxury goods as will be available. 

(3) Expansion of aggregate manufacturing capacity 
will proceed at a rate faster than ever before achieved. 

(4) Inflation of retail prices and the cost of living 
will gather increasing momentum, moderating the fourth 
quarter gain in mass purchasing power and possibly hold- 
ing it level unless the Government takes vigorous reme- 
dial measures promptly. 


WILL BRING WIDE 


BUSINESS TRENDS 
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Up to the present time, despite increasing imposition 
of priorities and much talk of “civilian sacrifices,” we 
have had business pretty much “as usual” except for the 
“unusual” fact that there has been more of it of all 
types than ever before. Indeed, the big boom in auto- 
mobiles, refrigerators, oil burners, washing machines, 
ironers, vacuum cleaners, metal furniture, radios and 
other such “non-essential” durable goods has been called 
nothing short of “scandalous” by critics of the Adminis- 
tration’s defense effort. 

But the simple fact is that the great bulk of the manu- 
facturing capacity in existence at the start of the defense 
program could not under any circumstances be adapted 
either quickly or efficiently to the production of arma- 
ments. Henry Ford’s talk of building a thousand air- 
planes a day proved to be only talk. The Reuther “plan” 
for mass production of planes in the regular motor plants 
proved to be only a dream. For the production of most 
types of armaments new plants, generally of special de- 
sign, had to be constructed; new machines of special 
design had to be built and installed; the labor force had 
to be expanded and trained in new skills; new operating 
techniques had to be devised. 

It is true that a very large total of materials needed 
for defense could have been saved in stockpiles if the 
Government had forced sharp cuts in production of con- 
sumers’ durable goods a year ago or six months ago. 
But defense plants were not ready to use these materials 
nor to absorb promptly the large number of workers who 
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BY WARD GATES 


would have been abruptly displaced had any such policy 
been followed. The transitional disruption of our econ- 
omy would have been very severe, whereas the Admin- 
istration has tried, with more or less success, to make 
it as gradual as possible but conditioned by the actuality 
of emergency needs. Then, too, despite criticism of de- 
fense output, the Federal controls essential to maximum 
production of armaments have been developed about as 
rapidly as was politically feasible. 

But a distinct new phase is at hand now. While we 
are nowhere near the maximum output of armaments 
nor fully “tooled up,” new arms-building facilities proj- 
ected months ago are increasingly coming into full time 
operation and the period of actually large scale and 
progressively expanding output of de- 
fense goods has really begun. As a few 
samples—limited in number by the re- 
quirements of military secrecy—witness 
the sharp jump in aircraft output in 
August; the first volume production of 
30-ton tanks; the increased launchings 
of submarines, destroyers, cruisers, mer- 
chant vessels and other craft in recent 
weeks; the increasing number of invita- 
tions to the press to come in and see the 
many ‘types of defense goods now being 
made in increasing volume by the auto- 
mobile and accessory manufacturers. 

Boarding a plane for new duties in 
London, John Biggers, former director of 
the production division of OPM, was 
quoted a few days ago by the New York 
Times as saying that defense production 
would double in September and October. 
That seems very hard to believe. No 
doubt September - October output of 
some items—medium tanks and _anti- 
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aircraft guns, for instance—can double or more the July- 
August total; while production of other defense items— 
aircraft, for example—could not possibly double in so 
short a time span. Yet the actual words of Mr. Big- 
gers were: 

“Our production is now moving up what you might 
say is a 30-degree incline. This month and next month 
it will begin to move on a 60-degree incline.” 

If this is true it appears that the manufacturing indus- 
tries capable of doing defense work must face a more 
imminent and rapid shift away from non-defense pro- 
duction than has heretofore been publicly forecast by 
Washington officials or others. The list of materials 
under priority control will steadily lengthen. Thousands 
of manufacturing plants making civilian goods requiring 
use of metals or other priority materials—up to now kept 
going by previously accumulated inventories of materi- 
als—must curtail, suspend or shift to defense work. 

Sub-contracting of defense work on the scale needed 
to meet the problem of any major percentage of these 
manufacturing enterprises cannot be developed over- 
night; but, although less efficient than direct production 
by large companies, it will in time add to the net total 
of defense output. The bulk of it must represent new 
orders placed in future, rather than shift of present pro- 
duction from large manufacturers to small sub-contrac- 
tors. It is to be doubted that anything more than a fair 
start can be made on this problem within the fourth 
quarter. 

But predictions that 2,000,000 or more employees will 
be thrown out of work by enforced curtailment or sus- 
pension of operations in non-defense plants need to be 
taken with considerable reservation. Perhaps that many 
may be temporarily affected at one time or another, but 
not all at the same time. The curtailment in output of 
civilian goods cannot be uniform in degree or timing. 
One plant may have an inventory of materials sufficient 
for six months, another for three months, another for 
three weeks. With the uneven transition spread over 
a period of months and with the demand for labor in 
defense plants steadily and dynamically increasing, it 

















is open to question whether the disruption at any one 
time can bring about any net increase whatever in the 
total of unemployment. The latter figure is now the 
smallest since 1929. Certainly the specter of “defense 
boom unemployment,” at least as concerns the rest of 
this year, need give neither the Government nor mer- 
chants any real concern. When and if the problem actu- 
ally becomes serious, priorities probably would be eased 
here and there to meet it in part. 

The cumulative capital investment in defense plant 
construction or expansion is presently approaching 
$3,000,000,000, of which the Government has put up 
some 80 per cent, and the peak is still in the indefinite 
future. Mr. Knudsen has estimated that about half of 
the new facilities have already come into production in 
greater or lesser degree. Since May, 1940, when the Presi- 
dent called for appropriations for a modest beginning on 
the defense program, the proportion of our total capital 
goods capacity devoted to defense work has increased 
from virtually nothing to estimated figure of 75 per cent. 

Within a few months the present program will pre- 
empt up to 90 per cent of capital goods capacity, leaving 
little or nothing available for consumer industries need- 
ing new equipment. Meanwhile new orders for capital 
goods in the aggregate continue to run more than 50 per 
cent in exess of delivery capacity, with the result that 
record-breaking backlogs are getting ever larger. Under 
the circumstances new defense appropriations or addi- 
tional Lend-Lease appropriations could have no effect 
whatever upon actual production for a long time to come. 
Indeed, it is not inconceivable that the war may be over 
before some of the stuff now on order can be delivered. 

Nevertheless, even over the near-term, the ceiling of 
total manufacturing capacity will be lifted by a consider- 
ably greater margin than had been thought possible earlier 
in the year. Despite admitted defects in the top defense 
administration heretofore, the large corporations which 
received the bulk of the contracts have gone to extraor- 
dinary and generally successful efforts to do more than 
was demanded and do it faster than was asked. This is 
not entirely a matter of unselfish patriotism. Quite natu- 
rally, it is also a matter of prudent public relations policy. 

The capacity limit is being increased gradually as new 
facilities come into use, but also through such changes 
as increase in number of working shifts, increased indus- 
trial employment of women as in the first World War, 
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the policy of W PA in subsidizing trial employment of 
W PA workers in industrial plants and the recent Army 
and Navy pressure upon contractors to sub-contract as 
much as possible of new orders above $500,000 each. 
As a result the Federal Reserve Board’s composite pro- 
duction index, now estimated to be around 165, may be 
expected to rise to approximately 170-172 by the year- 
end—despite the fact that “seasonal adjustments,” some- 
what anomalous in the present situation, will tend to 
hold it back just as they tended, in reverse, to exaggerate 
the steepness of the increase in volume during the sum- 
mer months. 

One thing nobody knows even approximately, but 
which the new defense chiefs are moving to find out, is 
how much excess stocking up has been done by business 
enterprises, or by the Army and Navy. Quite certainly 
inventories in the aggregate have been enormously ex- 
panded and inevitably in an uneven way. That is, some 
enterprises no doubt are stocked more greatly in excess 
of near-term needs than others. A more rational distri- 
bution of inventories—not unlikely to come by Federal 
command—would not only ease the rocky road facing 
our defense planners but could to some extent alleviate 
the coming disruptions of non-defense industries. But 
such a remedy cannot be effected quickly enough to be 

a factor in the fourth quarter 
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800 of the war, regardless of assur- 
ances of continued Government 
spending to ease the adjustment, 
would end the stocking up stam- 
pede and increase the supplies of 
400 goods for sale, for business men 
would be under at least consid- 
erable temporary uncertainty as 
to the timing, scope and effec- 
tiveness of Federal measures to 
meet the post-war problem. But, 
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projecting this eventuality, and hence business buying 
policy cannot take it into account now nor probably for 
some time to come—for Great Britain today is farther 
from defeat than ever and the question of when and how 
Germany may be defeated, or collapse, is highly con- 
jectural. 

In recent weeks aggregate consumer demand for gen- 
eral merchandise established new records at a level more 
than 35 per cent above the highest reached in the year 
1929. There will be additional gain in the fourth quarter, 
but for a variety of reasons the rate of gain will slacken 
from here on. For one thing, great numbers of buyers 
are already pretty well stocked up in clothing and house- 
hold sundries. For another, rising prices—which always 
tend fairly soon to cut into the physical volume of trade 
—will begin to catch up with the rise in money income. 
Finally, more and more middle class fam- 





greater than a year ago; and while the passing of the 
vacation season has brought the usual let-down, the year- 
to-year gain is being maintained. The air lines look for- 
ward to more business than they can handle and are 
mourning the prospective inadequacy of planes. Even 
railroad passenger traffic, in the dumps for a decade, is 
coming back strong. 

The most dubious spot in the fourth quarter business 
outlook centers in the general field of consumers’ durable 
goods. On a seasonally adjusted basis, the aggregate 
demand remains close to the peak levels attained in the 
summer, but the sales trend for the months ahead must 
be considered pointing down, chiefly because supplies will 
be curtailed and secondarily because many months of 
very heavy forward buying have left consumers pretty 
well stocked. Yet the scheduled cut in passenger car pro- 








ily heads will begin belatedly to build up 
cash with which to meet the very greatly 





increased income taxes due, as to first 
installment, next March. Nevertheless 





the coming season of holiday trade will 
establish unprecedented volumes, even 
though on a year-ago comparative basis 5 
the fourth quarter expansion will be less 
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sharp than was the case in the third 
quarter. 

The small spendings—from a quarter 
for a ticket to a movie to a couple of 
dollars for a bottle of rye or a week-end 
bus trip to see the folks back home—are 
jangling the cash registers and stuffing 
banknotes into the tills as never before. 
This splurge began with the July 4 holi- 
day and proved to be no flash in the pan. 
Subsequent week-ends have seen the 
beaches, highways, summer theatres, eat- 
ing places, and ticket offices of bus, rail- 
road and air transport lines jammed to 
the discomfort of the spenders and the 
eminent satisfaction of those on the re- 
ceiving end. 1 

The Labor Day week-end was some- 
thing—with the show world’s Variety 
describing it as “terrif” and a “smash- 
eroo.” Distillers’ sales are currently re- 
ported running an average of 25 per cent 129 
higher than a year ago, and the season- 
ally high consuming season in the cooler 
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months ahead will very likely record at 
least equal year-to-year expansion. 
Patronage of the motion picture 
houses, seasonally low in summer, has for some weeks 
been showing gains of 10 to 15 per cent over correspond- 
ing weeks of the preceding year. The autumn and winter 
seasons promise the best attendance figures ever. As an- 
other straw in the wind, those harbingers of the football 
season—the “all stars” versus pros games in Chicago and 
New York—played to packed stadia. The summer civic 
opera in Chicago smashed all records. Race tracks are 
hanging up new records in attendance and total money 
bet. The book trade, normally dull in summer, has been 
startled by hot weather sales gains of 20 to 30 per cent. 
Bus line business in August averaged some 30 per cent 
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Curtiss-Wright Photo 
America's largest aviation factory located at Cincinnati, Ohio. 


duction for the rest of the year will be less than 30 per 
cent, compared with a year ago, and will leave volume 
at a level exceeded in relatively few past years. There 
is nothing immutable, however, about the scheduled total 
cut of 50 per cent for the present model year as a whole. 
Assuming continuation of the defense emergency, any 
change is more likely to be down than up; and that goes 
too for the fourth quarter schedule. 

Official schedules for curtailment in other lines of con- 
sumers’ durable goods have not yet been issued, and 
may not be. The alternative method might be chosen 
of fixing the allotment of (Please turn to page 648) 
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The Dangers of A 


“Do Nothing” Investment Policy 


Presenting Two 


Illuminating Exam- 


ples and a List of Recommendations 


| ae assailed by doubts 
and hopes since the start of the war 
two years ago, many investors have 
made the grievous error of com- 
promising their judgment by adopting a “do nothing” 
attitude toward their securities. Some have abandoned 
even casual attention to the factors affecting security 
values, apparently content to sit tight and hope that 
everything will come out all right in the end. This sort 
of attitude is comparable to remaining boldly out of 
doors on an important thoroughfare in London during 
an air raid, with no more protection than the philosoph- 
ical assurance that “what is to be, will be.” 

The ordinary risks involved in any investment, and 
particularly common stocks even in normal times, re- 
quire constant vigilance on the part of investors. When 
vigilance and supervision are supplanted by outright in- 
difference, the risks are greatly increased. Certainly, in 
the present setting, there exists no justification for any 
investor to jeopardize his capital and income by relax- 


Case History of an Investor 
Who Sat Tight 





BY J.S. WILLIAMS ing 


his efforts to safeguard them. 
To vindicate a “do nothing” pol- 
icy, the investor is likely to offer 
the excuse that with a war being 
waged virtually throughout the world, no one can foresee 
the course of future events and any attempt to antici- 
pate them is just as likely to be wrong as right—possibly 
more so. At best this is a feeble excuse. So far as being 
able to foresee the future in detail is concerned, this has 
never been possible. Remember 1929? Time after time 
the so-called experts have been confounded in the present 
war. But it is not necessary for the investor to be en- 
dowed with oracular powers. Common sense, the ability 
to recognize the obvious and willingness to act, rather 
than stubborn adherence to out-dated precedents, are all 
that is required. 

Hardly a day passes that does not bring some new 
order, regulation or change which will sooner or later 
affect many businesses, their earnings and the value of 
their securities. Fortunately for our national economy, 

and our defense effort particularly, business 
men and corporate managers are alert to these 
changes and act immediately to adjust their 
plans and facilities in accordance. To do 
otherwise would lay them open to the charge 
of wilful negligence. Can investors afford to 


Price Value do less? 
Sept.1, Sept. 1, Recent Current : H : 
2s > a page TES . 
rie on ny a rt On the side of the average investor it must 
nite tintin a $ eee “a: seme be conceded that when he attempts to ap- 
100 shares F. W. Woolworth” 43 4,300 30 3,000 
100 shares General Motors 44 4,400 39 3,900 
100 shares Liggett & Myers ‘'B"’ 96 9,600 87 8,700 b 
SO sins Nadi titties Co. eo 2,100 9s 1,300 <In the period Sept. 1, 1939 to Sept. 1, 1941 the 
snd deste Gained tae ee piesa Dow-Jones industrial average showed a net variation 
ost " sed 3,200 of less than 3%. In the same period the value of the 
100 shares Electric Auto-Lite* 33 3,300 28 2,800 above list declined 16%. These losses could have been 
100 shares Kennecott Copper 38 3,800 36 3,600 materially reduced had prompt action been taken. 
100 shares United Fruit 73 7,300 - 7,200 Chiefly responsible for the decline in value of Con- 
sei ciated tele a . as pas solidated Edison and Public Service of New Jersey was 
: ones s400 the increasing burden of higher costs and taxes, Dis- 
100 shares National Stee! 61 6,100 54 5,400 integration uncertainties are reflected in the North 
100 shares Public Service of N. J.” 36 3,600 22 2,200 American Issue, while the low levels for Libbey-Owens- 
100 shares Libbey-Owens-Ford* 43 4,300 30 3,000 Ford and Electric Auto-Lite portend lower earnings us 
400 chases U. $. Rubber* sa 4,100 wee ase a result of reduced automobile output, Until recently 
E aoe sind nervousness over the Far Eastern situation caused 
Total $62,900 $52,850 steady liquidation of U. §. Rubber. Exchange difficul- 


* See list of investor who rode with the tide. 
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ties and lower subsidiary income cut sharply into earn- 

ings of F, W. Woolworth, All of these developments 

“were well publicized and in sufficient time to permit 
= investors to take proper action, 
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praise such new factors as priorities, rationing, excess 
profits taxes, war orders, etc., in terms of such specific 
securities as he may hold, he is more than likely to find 
himself confused. But these very doubts should serve 
to warn him and supply the urge to investigate further 
by seeking the counsel of someone who does know. 

On the other hand, there have been numerous events 
since the outbreak of the war, the implications of which 
were pretty obvious at the time they occurred. The 
potential impact of these events on various securities was 
not difficult to visualize and prompt action on the part 
of interested investors would have avoided losses both 
in capital and income. Several typical situations of this 
kind are included in the accompanying portfolio of the 
investor who chose to sit tight. 

At this point it will doubtless occur to some readers 
that in a number of instances prompt action 
based on the obvious in the first months of 
the war would have proved premature and 
unwarranted. One of the best instances of 
this is Climax Molybdenum. Just prior to 
the war these shares were quoted around 40, 





UL I UULUUUSUOAUAASSAGAOOUUAEAGUOALUOGUAGREEUAUGGNGRELLSUUGGSUE GES astc Tagan NN ” If the investor who sat tight had sold all issues 
which became subject . adverse bee 000 in : a 
i be would have realized approximately $22,000, base: 
Case History of Investor Who Rode on an average of 1940 high and low prices. Currently 
with the Tide these same securities have a value of about $16,750. 
Reinvesting the proceeds in the manner indicated above, 
Securities Sold and assuming an average price between the 1940 high 
Issue Price* Amount and low, he would now hold securities having a value 
100 shares Consolidated Edison................... 26 (174) $ 2,600 of $26,500 or a net gain of about $4,700. W bereas 
100 shares F. W. Woolworth.................0.4- 36 (30) 3,600 several of the issues which were sold reduced dividends, 
100 shares North American...................... 19 (13) 1,900 several of the replacement issues increased dividends. 
100 shares Electric Auto-Lite.................... 33 (28) 3,300 Reasons for the choice of replacement issues were well 
100 shares Public Service of New Jersey........... 36 (22) 3,600 founded and fully apparent throughout 1940. All of 
100 shares Libbey-Owens-Ford................... 41 (30) 4,100 them were recommended in the pages of The Maga- 
100 shares U.S, Rubber...............0.....0005, 29 (27) 2,900 zine of Wall Street. 
ot A cl eee CSE AEE MES Oh "$22,000 
Securities Purchased : 
100 Borns 4 — Price® Amount = to lend support to a “do nothing” policy, it 
pe oni a > A ~~ Rg serves even more emphatically to emphasize 
100 shares Phillips Petroleum..................... 35 (45) 3,500 the most relentless factor in any investment 
100 shares May Department Stores................ 45 (56) 4,500 ‘ 7 ow it be large or small— 
100 shares Victor Chemical...................... 25 (27) 2,500 Se today $y naga be . t of th 
100 shares Texas Gulf Sulphur.................... 32 (38) 3,200 the factor of change. Witl the advent of the 
a ha 25 (26) 2,500 war, quite obviously considerable doubt was 
UO ce $21,800 cast on the earnings outlook for Climax Mo- 
* Average of 1940 high and low prices. lvbdenum. As our own defense effort pro- 
Figures in parentheses are recent prices. © a ; 
gressed, however, these doubts were dissolved 
cc and the company’s prospects visibly changed 





for the better. The point is that both of these 
developments had a marked effect upon the company’s 
earnings and the value of its shares and, even more to 
the point of this discussion, they both could have been 
anticipated in sufficient time for the investor to capitalize 
them to his advantage. 

Motion picture stocks as a group also suffered a sharp 
decline in value shortly after the outbreak of the war. 
Here also the reasons were readily apparent. Foreign 
rentals were not only an important proportion of total 
sales, but the margin of profit of foreign distribution was 
better than on domestic business. Reduced attendance 
at motion picture theatres in Great Britain and Conti- 
nental Europe coupled with exchange problems in con- 
verting foreign receipts into dollars threatened leading 
motion picture producers with a sizable cut in earnings. 
Since the first of the current (Please turn to page 650) 


Selected Common Stock Investments 
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i Q. » chares ¢ 7 Q514,_— Recent Price Range Divi- 
but in 1940 the share s sold down to 254% not Hices ae eee 
without cause. Prior to the war the bulk of Aimailcan Cvenamidl"@?* ai 423-31 0.60 
the company’s output was sold abroad. Ger- Bendix Aviation 39 40 -32% 3.00 
any. Russia and Jan rere the principal Caterpillar Tractor 46 505-40 2.00(a) 
many, Russia and Japan were the principa Cuntion-Weight 934 10%4- 7% 0.50(b) 
customers. But with these markets cut off, Fairbanks Morse 40 45-34 1.50 
the company stood to suffer a considerable Freeport Sulphur « “1 -Bh 2.00(e) 
: ; ty y ‘ . A : sa General American Transportation 51 5534-4644 1.50 
dimunition of earnings, and in fact the profits Gieen 04:3 36 364-29 2.00 
in 1940 dropped to the equivalent of $2.40 a Kress, SH 27 28%-22 Ye 1.60(a) 
are 7 are nl 4003 OX at Link Belt 35 371%4-29 1.00 2 
share compared with $4.09 in 1939. But with ry le po pot pa be : 
the advent of our own defense program de- Miuthience Alhell 30 31-2414 1.50(a) = 
mand for molybdenum increased by leaps and Newport News Shipbuilding 26 27%4-20%4 1.40 
o. ° ’ singly difficul Owens-Illinois Glass 49 5049-38 %4 2.00(a) 
bounds, as it became increasingly di eult to Stanett, L. S. at 4814-341 2.50 z 
obtain nickel for non-defense purposes. Earn- Sperry Corp 38 3994-29 1.00 = 
ing 7 .o wrt -34%4 2.00 = 
ings have recovered sharply and, at this writ- United Aircraft “ 44% 
. 6 o P') . Union Carbide & Carbon 78 795/-60 3.00 
ing, the shares are selling slightly above the Werteahanss Gedble © Manuteatuinn 88 105 -86 3.00 
pre-war levels. * Paid or declared this year. (a) Annual rate. (b) Paid 1940. 


If the foregoing instance, offhand, appears 
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Charles Phelps Cushing Phote 


BY E. K. T. 


War planning is more intense, more open, than ever in 
Washington, indicating the Administration is ready for 
the shooting to begin whenever Germany or Japan want. 
This doesn’t necessarily mean declared war. Administra- 
tion lets the world know it will carry out its policies of 
aiding victims of aggression in Atlantic or Pacific, even 
if armed force is required, and that’s that. 


isolationism and indifference appear to be declining, 
according to reports reaching Washington from all sec- 
tions of the country, though not as fast as Administra- 
tion wants. Many morale-building measures are planned, 
but war-like “incidents” would help a lot. But Adminis- 





WASHINGTON SEES: 


Shake-up in defense management means more 
than shifting of personnel, more than mere compro- 
mise with demands for hard-boiled executive control. 


Despite the fact it is a seven-man board instead 
of a single czar, Supply Priorities and Allocations 
Board is real boss, under Roosevelt, of entire defense 
program and has absolute control over materials 
so can dictate to all producing industry. Creation 
of SP AB is final adoption of all-out defense policy, 
end of indecision and failure to face facts. 


To put defense first, S P A B will disregard, where 
necessary, political forces, labor, distributing trades, 
non-essential industries, and will even trim down 
various defense production demands of Army, Navy, 
and other direct defense agencies, all to make the 
most essential defense work come first. This means 
complete industrial mobilization, definite prepara- 
tion of U. S. economy for war, defense, aid to 
democracies, or any emergency. Actions of SPAB 
so far fulfill predictions that internal jealousies and 
cross-pulling will not be tolerated; SP AB is tough, 
determined, and will get results or know why, let 
the chips fall where they may. 
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tration thinks sentiment has swung far enough to permit 
it to take bolder steps from now on, with expectation 
that at a show-down it will get ample public support. 


New lend-lease appropriation request will be a partial 
test of general support of Administration foreign policy, 
and will be voted after isolationists make a big play. 
Congress will demand close scrutiny of British use of 
funds and supplies, but explanation is expected to be 
satisfactory, as British are fully aware of criticisms here, 
and if they have been careless or foolish in their use of 
lend-lease funds they are now on guard to prevent fur- 
ther use which might create opposition. 


Russian aid meets considerable opposition, but techni- 
cally Russia is not getting lend-lease aid but is using 
credit balances and if necessary will be given a straight 
RFC loan. Administration is careful to avoid steps 
suggesting approval of communism or giving commu- 
nists a greater foothold here. 


Neutrality act repeal is desired by Administration and 
may be sought soon if public sentiment is considered 
propitious. This would permit U. S. ships to enter war 
zones, go to England. But this is not vital now, since 
rearrangement of world shipping routes and _ transship- 
ments from U. S. to British ships at ports U. S. ships 
may reach will suffice unless British ship losses increase 
rapidly. 


Henry Wallace becomes the first working Vice President 
in history, with two important executive jobs. As chair- 
man of SP AB he has great power, is only member with- 
out some axe to grind, some interest to plug. There is 
no doubt that Roosevelt has picked Wallace as his heir, 
is running him for President in 1944. His jobs are basic- 
ally economic planning, which will be the key-note of 
the New Deal post-emergency program. 


New Dealers are now on top of the defense program in 
latest shuffle. They long complained industrialists run- 
ning defense were too business-minded, too favorable to 
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pusiness-as-usual. But for the most part the New Deal- 
ers now in power and the business men still in important 
posts are both middle of the road men, considered “rea- 
sonable” by both factions. Roosevelt was careful not to 
antagonize business unduly or disregard its interests 
entirely because of realization he must keep cooperation 
of industry to get maximum defense production. Result 
will be sympathy for business’ viewpoint but over-ruling 
of it when it interferes with all-out defense. 


Labor storm is brewing and may break soon. Both 
AFL and CIO think Administration has abandoned 
labor, not given it sufficient representation on defense 
agencies. Labor also resents tax policies which hit wage- 
earners, fears Administration is cooling toward higher 
wage demands and organization campaigns, and is rabid 
over prospects of unemployment in non-defense indus- 
tries. Defense Mediation Board is 
in danger of losing labor coopera- 
tion if it continues its apparent 
shift away from initial policy of 
buying off strikes with higher 
wages and union recognition. Hill- 
man is disliked by both labor camps 
and may be made the goat. Labor 
will definitely fight anticipated 
SPAB decisions denying materi- 
als to continue operations in many 
non-defense industries. 


Priorities system has been en- 
tirely revised under new boss, Don- 
ald Nelson, who is not afraid to 
decide and act. He has cut much 
red tape, pepped up his staff, elimi- 
nated scandalous delays. He will 
see that essential industries get 
needed supplies and equipment, 
non-essential get none. This will be 
bad medicine for many, but busi- 
ness will know where it stands. His 
approach is practical, cold, hard- 
boiled, but he knows how to get 
results. Before he took over, pri- 
orities system was admitted by all to be a complete mess. 
all paper-work and little actual knowledge of who was 
getting what and how much material was available for 
the various uses. Since priorities and allocations are now 
life or death matters to most industries, the new system 
is of utmost importance, and though it is now tougher 
it is also faster and more definite. 


Press Ass'n. Photo 


Industry shut-downs are coming, as frequently predicted 
but not widely believed. OPM does not have definite 
list of 40 or any other number of industries which it will 
put completely out of business, and hopes none will have 
to be eliminated entirely, but it knows that several dozen 
large and small industries simply can’t get materials 
much longer and it is up to them to find other materials 
or other work. Not that small amounts of materials 
will not be allocated to such industries where their 
product is quite essential to civilian or industrial activity. 
But such allocations will never be the result of political 
or labor pressure. 
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Donald Nelson once with Sears, Roebuck but 
now the boss of priorities. 





Ghost towns are being created by “priority unemploy- 
ment,” where chief industries are non-essential and need 
scarce materials. O P M has a list of such and is trying 
to help them get defense work, loan workers to defense 
industries in near-by towns under arrangements to take 
them back when supplies become available, or care for 
unemployed in various ways. Difficulty is almost every 
town fears it may be affected and wants help, but O P M 
can study only a few at a time; hopes plans can be 
evolved which others can adopt themselves. 


Subcontracting will help many industries and commu- 
nities cut off from supplies for normal business. This was 
a hope before, is now close to reality, since all concerned 
with defense production, including Army and Navy, are 
now agreed that small companies must be given defense 
work and the work taken to the equipment and labor, 
regardless of considerable addi- 
tional expense and administrative 
work. Social objectives of avoiding 
unemployment and bankruptcies is 
one aim but more influential was 
the demonstration that in no other 
way can defense production rate be 
increased. 


Defense production rate is sub- 
ject of heated controversy. Fact is 
it is far from satisfactory but this 
is not due to gross dumbness or 
scandals beyond customary slow- 
ness of the military in standardiz- 
ing on new weapons. Most of this 
has now been corrected and plan- 
ning is well advanced. In general 
defense industries are emerging 
from tooling-up stage, and output 
of arms will increase rapidly. 
SPAB now has the administra- 
tive power and machinery to speed 
things greatly and is doing so, 
though none too soon. 


Post-war planning is an important 
factor in defense decisions made by New Deal element 
in Administration. New Dealers believe that emergency 
controls over business will be, perforce, continued indefi- 
nitely, that “free economy” is thing of the past, and that 
the Government will continue to regulate prices, foreign 
trade, and industrial activity. So they are influencing 
defense activities with this in mind, planning how our 
economy can be shifted back to peace-time activity 
Jater on. 


Oil and mineral industries are worried over Treasury 
plans to seek elimination or modification of income tax 
depletion allowance which extractive industries consider 
vital for maintenance of their capital but which Treasury 
has long attacked as a “tax loophole.” Congress has re- 
peatedly rejected Administration requests for a change, 
but this fall or winter Treasury will submit a “technical” 
revenue revision bill making many changes in adminis- 
trative provisions of existing law, including mineral 
depletion allowance, and (Please turn to page 656) 
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The Paper Industry— 


Output Will Continue to Grow 
But Company Earnings Will Lag 


BY STANLEY DEVLIN 


A, THE beginning of the present war, deep concern 
was voiced over the prospects of a shortage of paper- 
making pulps in this country because of the shutting off 
of foreign supplies. Through heroic redistribution of 
domestic production facilities the immediate needs were 
met with a modest surplus to spare, but again a shortage 
of wood pulp is in prospect mainly beeause of the 
inordinately large volume of paper products required 
for normal and defense purposes. To thoroughly under- 
stand the wood-pulp situation, the several types of this 
commodity must be borne in mind. For instance, most 
of the finer papers used for writing and printing other 
than newspapers are made from sulphite pulp. This 
country never had an adequate supply of sulphite pulps 
from domestic mills and under normal circumstances, 
imported well over a million tons yearly and most of it 
from Scandinavian countries. Since the outbreak of the 
war, the total amount of sulphite pulp imported from 
overseas has been diminishing rapidly with Finland alone 
sending minor quantities of the commodity in the earlier 
part of the current year. Since the German invasion 
of Russia, Finnish exports of wood pulps to this country 
have ceased. Thus, this country is now completely 
dependent upon its own resources for sulphite pulp in 
addition to the 500,000 or so tons of higher cost material 
that is still obtainable from Canada. 

The second type of wood pulp in most general use 
is sulphate pulp, used to a great extent in coarser papers 
for industrial and wrapping purposes. The situation 
in this division is not quite so tight as it is in the 
sulphite field, but even here there is a growing shortage 
of pulp supplies despite the fact that increasing quanti- 
ties of sulphate pulp are being produced from American 
southern pine as well as encouraging many marginal pro- 
ducers to resume pulping operations through offering 
better prices for their products. Were sulphite and 
sulphate pulps interchangeable in the making of the 
better grades of paper there might be a possibility of 
averting a pulp shortage, but since such is not the case, 
it is likely that the quantity of book, coated and writing 
papers will be limited while the pulp situation will be 
aggravated by further diversion of high grade sulphites 
to non-paper industries. 

While wood pulp is the basic raw material for the 
manufacture of paper, certain grades of this material 
are also used as raw materials for other industries. The 
rayon industry is one of the outstanding users of wood 
pulp and the explosive industry finds use for a much 
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smaller amount as a source of cellulose for nitrating. 
Approximately 65 per cent of the total amount of rayon 
produced in the United States is of the viscose variety 
which requires a highly purified grade of sulphite pulp 
in its making. The balance of the output of rayon is 
made by the acetate process which uses cotton linters 
asa base. It is possible that the ratio between acetate 
and viscose rayon will change in favor of the former, 
but the changeover will take time and in the interim, 
the national defense requires increasingly large quantities 
of rayon and civilian consumption will be increased by 
the decline in available supplies of natural silk. In the 
approximately 235,600 tons of all rayon products of all 
types made in this country in 1940, 165,000 tons of 
special wood pulp was used. This year it is likely that 
another sharp gain in rayon consumption will be reported 
and with it the consumption of an increased amount of 
sulphite pulp; thus reducing the avail- 





ties to turn out the abnormally large quantities of 
sulphite pulps needed in the current emergency. 

There is also a potential shortage of some of the chem- 
icals used in the making of paper and pulp, notably salt 
cake and chlorine. The lack of adequate supplies of 
chlorine will be most apparent to the layman because 
of the fact that this chemical is the one that is used 
to produce the characteristic whiteness of all better 
grades of printing or writing paper. The reduction of 
available amounts of chlorine will result mostly in a 
change of color in the paper of the future and will have 
no appreciable effect upon the other qualities, including 
texture and printing. A lesser quantity of chlorine will, 
however, increase the pace of discoloration. The salt cake 
shortage is not alarming and will probably be overcome 
in time to avert any real hardships which might inter- 
fere with the production of wood pulp at a later date. 





able supply for the paper industry. 
The amount of wood pulp used by the 
explosive manufacturers is insignificant. 


Principal Products of Leading Paper Manufacturers 


































































































In fact, the industry obtains the great- Wise. — eS Se Paper 
est part of its supply of cellulose from = coy Wael Ramee Mauer 0 Clee eee ae eee 
cotton and there is no possibility of an ——— : . me 
immediate shortage in cotton linters, Shenpioe Fees: ——[—. rs is " - a.  s 
the material that is scraped off the cot- =~ — om ik eta oe o-. 
ton seed after the cotton bolls have been own Zellerbach........ ae al ak Tee 
ginned. The use of wood pulp as an __ fraser Companies........ : es ies 
explosive material is more important as_ Robert Gair............ * ; eee rs ee ae 
a novelty and a demonstration of what Gaylord Container....... * Pe aaa Scmcalgcnptanameimaeis 
substitute might be made if more suita- Great Norther Paper. = : $$$ $_——— 
able materials were not available. Wood Hinde & Dauch.. : —*_______ oe —— 
pulp is also used as a filler in the manu- stl Peper & Power... _* * . “. —*__*___*__* 
facture of certain new plastics, but even Kiewtberty- Clot - ey a = —_—_— 
here the quantity required is small and sews ow —— ~aaee aes eee ee ee 
if demand for plastics and explosives neater 2. te, a ee 
were fully satisfied, it would make no §¢ RegisPaper........... * * * * Er Se 
appreciable difference in the prospects of Sutherland Paper... aporcrte picasa ead aoedl 
the paper makers. jemand ; = OPT 
lhe third broad group of the wood-_ W. Va. Pulp & Paper... * a ae — r 
pulp industry is mechanical pulp. This 
is in effect a wood paste made by grind- 
ing wood between stones with water and is used almost Coating materials are also diminishing in supply, 


solely in the manufacture of newsprint paper. In the 
newsprint field there is no real potential shortage, since 
the bulk of the pulp and the paper is obtained from 
Canada. Last year, the combined newsprint mills of 
Canada and the United States manufactured about 
4,432,000 tons of paper, as compared with an estimated 
production capacity of 5,750,000 tons yearly. In no re- 
cent year has total consumption of newsprint even ap- 
proached the full production capacity of the industry 
and those mills which were operating were, in the main, 
the ones whose production costs were the lowest. 


Newsprint Supplies Adequate 


There is no shortage of potential supplies of wood 
for pulping, for newsprint mechanical pulp requires only 
the wood of many of the evergreens which are so 
abundant in Canada and in our own down-east states. 
From the standpoint of available supplies of suitable 
woods for sulphite pulps there is no shortage either, but 
in this instance, there are not sufficient production facili- 
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although new technical developments are expected to 
compensate for the decline in available amounts of the 
older materials. Neverthelesss, it is likely that coated 
stocks will increase in price, and be relatively scarce 
until new supplies of materials become more generally 
available. 

It hardly seems possible, but there is a growing short- 
age of waste paper which is used in the making of paper 
board. The same paper board is the material used for 
the ubiquitous carton and also finds use in many other 
fields such as building, etc. Paper board is made of 
many things; waste paper, straw, rags unsuitable for 
other purposes, old rope and a certain amount of wood 
pulp. There are as many types of board as there are 
suitable raw materials, but the demand for board is so 
heavy that normal supplies of waste stock are insufficient 
to fill the industry’s needs. 

Paper board mills, despite the tight situation in waste 
paper, are currently operating at approximately 92 per 
cent of capacity. This is not a record high for the year 
for a number of mills have been forced to trim their 
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operating rate to meet available supplies of waste stock. 
During the month of June, the industry achieved a new 
high record of production for that month with an output 
of 504,413 tons, although the month of May saw some 
22,000 tons more of board manufactured than in June. 
However, in the first six months of this year, paper board 
production totaled 2,889,785 tons or 85.4 per cent of 
production capacity as compared with 2,566,322 tons in 
the same months of 1940 or equivalent then to about 
73 per cent of capacity. Unfilled orders at the close of 
June were reported as being 370,151 tons or roughly 
equal to about 3 weeks of normal ouput. In comparison 
with the backlogs of other industries, 3 weeks’ advance 
work might not seem large, but in this industry the nor- 
mal amount of orders on hand for immediate delivery 
rarely exceeds one week’s production. 

The paperboard industry has been fortunate, inasmuch 
as it is one of the few that has been permitted to pass 
along to the consumer the increases in raw material costs. 
Base prices were advanced in 1939 just after the outset 
of the present war and gradually reached a top in 
December of that year which has been maintained until 
recently. Last month, however, the base price was again 
advanced to a point where they are now nearly 30 per 
cent higher than they were just prior to September, 1939. 
Profit margins have been moderately reduced by the 
advance in the price of waste stock, but on the whole, 
the paper board makers will probably fare the best of 
any of the paper makers in the point of net profits for 
this year. 

The newsprint manufacturers will also do well from 
the profit angle, especially those with properties in 
Canada. Lack of adequate supplies of sulphite paper 
stock will continue to increase consumer demand for 
the better grades of newsprint and those with pulping 
facilities in excess of their own papermaking needs should 





Courtesy New Brunswick International Paper Co. 


“Peeling” pulp wood logs before going to the grinders. 
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find little difficulty in selling their surplus to others. The 
favorable rate of Canadian-American exchange is adding 
something to Canadian company profits. Fourth quarter 
prices for newsprint will probably be unchanged from 
third quarter prices which based at $50 a ton American 
currency. 

The kraft paper industry is the most favorably situated 
as far as available supplies of raw materials and a ready 
market for finished products are concerned. The dis- 
covery of a method to utilize the vast supply of south- 
ern pine wood in the manufacture of kraft paper has 
shifted the largest part of the industry from the north to 
the southern part of the country. Kraft paper is the 
familiar brown wrapping paper that is made into paper 
bags, lines corrugated boxes and serves innumerable 
other purposes where its characteristic brown color is 
not objectionable. In more recent months, the output 
of all American kraft mills has been running in the 
vicinity of 175,000 tons monthly, but new orders have 
been flowing in at a level well in excess of the industry’s 
capacity to produce, with the result that the backlog 
of unfilled orders continues to mount. Production is 
slowly catching up with new orders, although a con- 
siderable period of time will probably elapse before they 
balance each other. The southern kraft makers are not 
particularly plagued with high labor or material costs 
although they are influenced by the increasing cost of 
chemicals and transportation. However, with demand 
high and prices liberal it would seem as if they would 
manager to report increased net incomes despite the 
effect of rising taxes and the probably vulnerability to 
excess profits taxes. 

Champion Paper & Fibre Co. is one of the large 
companies with considerable interest in the southern 
paper situation for its Texas pulp plants were among the 
pioneers in developing a usable pulp from southern pine. 
In the recently released annual 
report, the company says that it 
is the country’s largest producer 
of white paper and this can 
readily be believed since the 
company supplies most of the 
large national magazines with 
their requirements of magazine 
paper stock. Among the com- 
pany’s plants, the southern mills 
have approximately half of the 
total production capacity. The 
Canton, N. C., mill is able to 
produce approximately 65,000 
tons of bleached sulphate pulp 
yearly and the newer Houston 
plant has an output in excess of 
35,000 tons per year. The prod 
ucts are, however, well diversi 
fied and include among other 
things, cardboard, milk contain 
ers, butter cartons, posteard 
board as well as the most impor- 
tant magazine stock. 

Since the company’s fiscal 
year ends with April, the 1940- 
1941 results were not affected by 

(Please turn to page 653) 
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Preferred Stock Opportunities 


Offering a Variety of Income Yields, Margins 
of Safety and Potentialities for Appreciation. 


BY EDWIN A. BARNES 


Masy investors tend to shy away from preferred 
stocks, doubtless under the widely held impression that 
they are neither fish nor fowl nor good red meat. Like 
most generalities, however, this one is subject to excep- 
tions and qualifications. Theoretically, at least, a pre- 
ferred stock does not offer the same degree of protection 
to the investor as a bond and, in the case of most pre- 
ferred stocks, the limited participation in earnings de- 
prives them of any speculative lustre. But in actual 
practice there are many preferred stocks entitled to a 
greater measure of in- 


other things being equal, need not necessarily preclude 
their inclusion in an investment portfolio emphasizing 
continuous and dependable income. 

The problem of investing a limited amount of capital 
to produce sufficient income to meet the rising cost of 
living is one which many investors will find difficult to 
evade over the months ahead. From all indications this 
problem will become even more acute before it is ap- 
preciably mitigated. In the case of investors solely or 
substantially dependent upon the income from their in- 
vested capital, rising 
retail costs implies a 





vestment respect than 
lots of good bonds. This 
is borne out by the fact 
that the current yield on 


high grade non-callable Call 
industrial preferred — sie 
stocks is but little more Aled Stores 5%. — 
; Aimer: Sugar Rel, F766... cece NC 

than 1 per cent higher prey cee i 
than the yield on highest gutter Bros. $1.50... . an i 
grade corporate bonds. Chicago Pneumatic Too! $3 5s 
As to the contention Consolidated Cigar 61% Prior 105 
that preferred stocks are Crane Co. 5%............ 105 
lacking in speculative in- Crucible Steel 5%....... 0.6.0... 110 
ducements, it is reveal- Firestone Tire & Rubber 6"... ... 105 
ing to note that the mar- Lee's, Ine. 644@%..-..-.-.--.. 1s 
ket action of ten repre- Pere OW5%.......-.---- 105 
sentative preferred Republic Steel Pid. A 67 horn 
Union Pacific 4% nae eae NC 


stocks, rated as specula- 
tive, since the outbreak 


Selected Preferred Stocks for Income 


potential threat to their 
standard of living. For 
the sake of an example, 


1941 
Recent _— Yield Price Ranse suppose that the cost of 
re % Hish Low = food, clothing and other 
- _ e'4- 71% family essentials rises 
93 7.53 9334- 81 : 
aa poe 70%. cov, teh per cent over the 
ee 6.82 195e- 23 next year, the investor 
41 7.32 44g- 371% solely dependent upon 
95 6.84 103 - 90 the income from his se- 
99 5.05 107 - 96% curities suffers a corre- 
89 5.62 98%- 82 sponding loss of income 
103 5.83 105 -101% in terms of purchasing 
tos 6.02 110-105) = power. The only alter- 
a = 95'4- 83% native open to this 
= 97 - 82%  sroup of investors, aside 
81 4.94 8514- 80 : ; ; ; 
from tightening their 


belt and paring their 





of the war in 1939 has 
been much superior to that of ten representative arma- 
ment stocks. 

Also in the middle ground between the highest grade 
preferred stocks and those of distinctly speculative cali- 
bre is to be found a wide choice of good preferred stocks 
meriting the consideration of the income investor. These 
are issues of established companies which except under 
the most trying business conditions have been able to 
provide adequate earnings protection for preferred 
dividends. To be sure, preferred issues of this type display 
the same relative degree of sensitiveness to shifts in the 
veneral market as common stocks. This lack of stability, 
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budget, is to 
their portfolios in such a manner as produce the largest 
possible income yield compatible with reasonable 
security. 

Such procedure naturally gives rise to the question as 
to whether or not this emphasis on current income may 
not involve “trading down” in quality to a point which 
would seriously weaken the security of the investor's 
capital. Not necessarily, although it is admittedly an 
undertaking which should be pursued with considerable 
care and discrimination. . Within the latter limitations, 
however, it should be possible for investors to make up at 
least a part of the deficiency between income and outgo. 


revamp 
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Certainly if income is a vital tactor, there 1s no valid 
reason to hold bonds selling at a premium and affording 
a comparatively low yield. For such issues selected pre- 
ferred stocks might well be substituted to advantage. 
Moreover, the practical difference in investment security 
is likely to be more apparent than real. 

In the interest of increased income, it might also be 
advisable for investors to part with low-yielding and non- 
paying common stocks. This might entail the elimina- 
tion of well placed growth stocks or other common stocks 
of speculative promise but lacking inducements from the 
standpoint of the immediate problem—that of putting 
investment capital to work most efficiently in terms of 
income produced. 

Another point to be considered by investors in con- 
nection with preferred stocks—and this is valid whether 
the issues are being selected for income or on the basis 
of speculative possibilities—is their relatively favored 


into the middle ground between the best grade preferred 
issues and those of frankly speculative character, this 
factor is reflected in a greater degree of market fluctua- 
tion rather than casting any doubt on the dependability 
of income return. 

As already pointed out, selected issues among specu- 
lative preferreds, and more notably those issues carrying 
accumulated unpaid dividends, have rewarded holders 
more substantially since the outbreak of the war than 
have the rank and file of armament or “war baby” equi- 
ties. The greatest gains, of course, have been scored by the 
preferred issues of those companies where earnings pros- 
pects have improved to an extent sufficient to give con- 
siderable weight to the possibility that some action 
might be taken to discharge accumulated dividend 
arrearages. 

Companies confronted with the problem of liquidating 
back dividends have several alternatives open to them. 

If full payment of such dividends does not 





Selected Preferred Stocks Having 
Speculative Promise 
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involve too large an outlay of cash, all 
arrearages may be liquidated with a single 
dividend. Otherwise cash payments against 
back dividends may be spread out over a 
longer period of time. Frequently, however, 


Recent PriceRange Dividend it is more feasible for a company to work 
issue Price Dividend Hish Low Arrears out a plan of recapitalization. Such a plan, 
Aantne Gre Seater 1% ” and mibedbid ne of course, would have to make suitable 
puiateseridcnctiamaiall oc a —— ee eel provision for the unpaid dividends due pre- 
En -- " ee oe ferred stockholders and if logically con- 
American Woolen 7%.................0-. 79 7.00(a) 80%-51 78.00 : a a 
aa. ......... A Sip ~ hai ot cule prenic ceived this course could well benefit pre- 
General Stee! Castings 6% .... fy 78 ene 801-465 60.00 ferred stockholders fully as much as an 
Goodrich, B. F.5%...... 70 5.00 10%-58%, “ee actual cash payment. 
International Paper & Power 5%... 69 10.00(2) 73 %-57'4 $5.00 As might be expected. many of the com- 
Jones & Laughlin Steel 5% “A” — 5.00 67-60% None panies which seem most likely to take 
Minneapolis-Moline Pwr. Imp. $6.50 a 6.50(b)  79%-56 44.129 favorable action with respect to back divi- 
National Supply 514%... in ee 5.50(a) 67-41 7.561% dends on their preferred shares are closely 
ages ell am: ae: -ee cond identified with the defense program; others 
oe gh “s =? ar ae are receiving important indirect stimulus. 
hen no a ; ape ° niente — It is also a fact that investors in speculative 
itson ae Ser fae 72 7.50(a) 76%/4-65'/2 4.50 


(2)—Paid or declared this year to date. (b)—Paid 1940. 


securities have not been unaware of the 
possibilities in this group of preferred stocks 





position from the standpoint of tax vulnerability by con- 
trast with that of many common stock issues. 

In the case of not a few companies higher taxes will 
have the effect of practically freezing common stock 
earnings, if indeed they do not reduce them. Preferred 
dividends are of course payable out of net income and 
any diminution of earnings resulting from higher taxes 
would lower the margin of preferred dividend coverage 
accordingly. Yet if common stock earnings in a number 
of instances are to remain frozen indefinitely, the investor 
holding preferred stock at least has the advantage of 
prior claim on earnings—and possibly a better current 
yield. 

Accompanying this discussion is a list of preferred 
stocks which possess considerable attraction from the 
standpoint of current income return. These are the type 
of issues which could be employed to advantage for the 
purpose of supplanting low-yielding bonds and common 
stocks. All of the issues included in this grouping are 
accorded satisfactory dividend coverage and while it is 
conceded that from an investment viewpoint they fall 
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and many of these issues have registered 
sizable gains from their 1941 lows. 

The accompanying list of selected preferred stocks 
carrying accumulated dividends is not presented with 
the idea that they represent outstanding security bar- 
gains, at least not in the strict sense of the word. Based 
on their current and prospective industrial background 
these listed issues, however, do not appear to have ex- 
hausted more than a part of their market possibilities 
and a number of them promise a very substantial divi- 
dend return over the coming months. Also included in 
the list are several issues which have no dividend arrears 
but which merit favorable speculative consideration, on 
the basis of their present prices and the generous yield 
afforded—B. F. Goodrich 5% preferred for example. 

In the first six months of this year B. F. Goodrich Co. 
reported earnings equal to $16.13 a share on the 412,031 
shares of 5 per cent preferred stock. This was equal to 
more than three times the full year’s dividend. In the 
same period last year, net available for preferred divi- 
dends was equal to only $3.13 a share, but for all of 1940 
preferred dividend requirements were covered nearly 
three times. The company’s balance sheet as of June 30, 
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Jast, disclosed an excellent financial position. Totai cur- 
rent assets, including more than $10,000,000 in cash, 
amounted to $95,654,781, while current liabilities were 
moderately in excess of $26,000,000. There is scant basis 
for questioning the company’s continued ability to pro- 
vide adequate coverage for preferred dividends. 

Of those preferred issues carrying accumulated divi- 
dends, American Locomotive 7 per cent preferred has 
found considerable favor among both investors and spec- 
ulators. At the present time the total of unpaid divi- 
dends amounts to $42.75 a share, against which payments 
so far this year have amounted to $5.25 a share. At 
least $7, possibly more, will be paid for the full year. 
Net sales of American Locomotive in the first six months 
of the current year were some $7,000,000 in excess of 
those for the same period last year and the company’s 
present backlog of unfilled orders is well in excess of 
$200,000,000. The company is engaged in making medium 
tanks, with present deliveries being made 


share of preferred stock, comparing with $11.06 a share 
for all of 1940. The company not only has a large 
volume of railroad business on its books. it is a!so actively 
engaged in defense work. Further important earnings 
gains are indicated. 

The appeal of convertible preferred stocks is primarily 
to those investors who are reluctant to assume the risks 
of common stocks but who at the same time seek to par- 
ticipate in the price appreciation possibilities of the 
junior issues. For this privilege the investor must be 
willing to pay a premium and forego something in the 
way of income return. There are numerous preferred 
stock issues which incorporate a conversion feature but 
which is without current value. Generally speaking such 
issues sell solely on their investment merits alone. The 
type of convertible preferred stock with which this 
discussion is concerned is one embodying convertible 
provisions of either actual or nearby potential value. 





at the rate of two a day, with the likelihood 
that they will be stepped up to three by 
the year-end. Earnings in the first six 
months of this year were equal to $6.08 a 
share on the preferred stock compared with 
$3.35 a share in the same months of 1940. 


Preferred Stocks with a Potentially Profitable 


Conversion Feature 


1941 


Recent Price Range Convertible Price of 
The probabilities are that some plan will Issue Price Yield High Low Price © Common 
be evolved for liquidating unpaid preferred Abbott Laboratories 44%4%......... 122 3.68 122 -115 $47.62 ss 
dividends. There is, however, no indication American Chain & Cable 5% ” 108 4.63 113 -107 25.00 22 
that such a plan is imminent, but in the  goington Mills $2.75... 3) Ae 5.09 86%4- 49 21.006) 1% 
meantime the shares should continue to cucigte steel 5% a ase: ae «) i 
pay dividends of at least $1.75 a share eciinaiiean wa ea i ee bs 
quarterly. 

Minneapolis -Moline Power Implement Newport News Ship. & D. D.. 112 4.46 116 -1061% 30.00(<) 26 
$6.50 preferred stock paid dividends last Paramount Pictures 6% First “x 113 5.31 113%4- 951% (d) 15 
year of $6.50, and should pay fully as much PeremountPietures6% Second (Per$10). —13%2 At 14-9) - 
this year. At recent levels around 75, the Thompson Products 5%...... 110 4.55 . 30 30 
indicated yield is exceptionally generous. _ U.S. Plywood $1.50 (Par $20) 28 5.36 27%- 29% = (#) as 


Preferred dividends in arrears exceed $44 a 
share. The company is primarily engaged 
in the manufacture of farming machinery 
and equipment but recently the scope of 


(a)—Taking the preferred at $50 a share. (b)—Into 2 shares of common. (c)—Taking 
the preferred at $100 a share. (d)—Into 7 shares of common. (e)—Into 9 shares of common 
for each 10 shares of preferred. (f)—Convertible into 1 share common until Dec. 31, 1941; into 
5/6 share common until Dec. 31, 1942. (g)—Into 3 shares of common. *Over the counter. 





activity has been widened to include an 
artillery prime mover in the form of a 
truck tractor. In the fiscal period ended October 31, 
last, earnings available for the 98,700 shares of pre- 
ferred stock were equal to $11.81 a share, and while no 
interim reports have been made available, it is a safe 
assumption that current earnings have been benefited 
by the sustained heavy volume of farm equipment sales. 
Higher costs and taxes will be restricting factors in cur- 
rent results but there should nevertheless be considerable 
leeway for dividends of not less than $6.50 a year. 
Unconfirmed reports are current that some plan will 
be presented for the liquidation of the $60 in unpaid divi- 
dends on General Steel Castings 6 per cent preferred 
shares. In the view of the marked improvement which 
has taken place in the company’s earnings, the present 
would seem to offer an opportunity to make some pro- 
vision for preferred dividends and otherwise revamp 
the company’s capital structure. Ahead of the 100,000 
shares of preferred stock are some $17,000,000 in first 
mortgage 5'4 per cent bonds due 1949, There are 456,- 
576 shares of common stock outstanding. Profits in the 
first six months of this year were equal to $16.90 per 
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Theoretically, as well as actually in many cases, the 
investor holding this type of convertible preferred will 
share whatever enhancement in value accrues to the 
common stock on the one hand, while on the other his 
possible loses, in cases of depreciation in value, are limited 
to the extent of the premium paid for the preferred shares 
over and above their normal investment value, “ex” the 
convertible privilege. 

Paramount Pictures 6% first preferred shares are a 
case in point. At recent levels around 118 this issue is 
quoted about 18 points above the low for this year. 
Other things being equal, the shares on an investment 
basis alone might be expected to sell in the range between 
85 and 100, depending upon market conditions. At pres- 
ent prices, the shares carry at least a 13-point premium 
in recognition of the convertible feature. The first pre- 
ferred shares are convertible into common stock of the 
company at the rate of 7 shares of common for each 
share of preferred stock, The common stock has recently 
sold above 15, so that the actual premium is about 
#8 a share on the preferred (Please turn to page 653) 
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Dubious Outlook for Tobaceo 


Higher Costs and Taxes Bringing Lower Earnings 


BY GEORGE W. MATHIS 


i MORE recent years it was thought that the consump- 
tion of cigarettes in this country had about reached its 
peak and that further growth would be more a matter 
of population growth than actual increase in individual 
demand. Apparently such is not the case, for in the 
first six months of this year the number of cigarettes 
manufactured closely approached the 98.5 billion mark 
and for the year it is expected that the figure will be in 
excess of 200 billion cigarettes, as compared with 180.7 
billion cigarettes in 1940 and less than 98 billion in 1927. 
Ever since 1932, the number of cigarettes produced 
each year has increased, although no such gains have ever 
been reported as are expected for this 
year. July cigarette production was only 
a very small number of units lower than 
in the record month of June when more 
than 18.5 billion cigarettes were manu- 
factured. The July increase was about 
2.5 billion units greater than in the same 
month of 1940 and was a new high record 
for July production, although the increase 
of about 15.66 per cent was still below 
the highest monthly increase ever re- 
ported which was more than 3 billion 
cigarettes, made in September of 1936. 
Government statistics, based upon the 
sale of revenue stamps for the fiscal period 
ended June 30, show some _ interesting 
facts on cigarette consumption. One of 
the most startling is that while the de- 
mand for regular cigarettes in this country 
and its dependencies rose 6.79 per cent 
over the figures for the same fiscal period 
of 1940, the much advertised large-sized 
cigarettes declined on average 34.12 per 
cent from the figures of a year ago and 
withal the large cigarette represented a 
very small proportion of total cigarette 
production. And, another most interest- 
ing indication of the trend of smoking 
habits in this country was the fact that 
the best percentage gain in production of 
any tobacco product was in little cigars 
whose production was 16.55 per cent 
higher than in the previous comparable 
year. In fact, the only major division 
of tobacco manufacturing industry to 
show a decline was the large cigarettes, 
all others showing increases of anywhere 
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from 1 per cent for smoking and chewing tobacco to 
the previously mentioned 16.55 per cent gain for little 
cigars. 

The cigar industry has long been aware of the fact 
that its sales volume depends in most part on the rela- 
tive prosperity of the consumer. Federal figures for the 
most recent fiscal year bear out this belief in part, for 
they indicate an increase of 3.51 per cent in cigar sales 
for the period. For the calendar year of 1941 it is 
expected that cigar sales will reach a total of nearly 6 
billion units or approximately 5 per cent greater than a 
year ago and the best cigar sales since 1930. But, it is 
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Holmes I. Mettee Photograph—Courtesy of Philip Morris & Co. 
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improbable that the cigar manufac- 

turers will profit substantially from 

record sales. Wages and salaries are 

the largest items of cost for the 

cigar manufacturers despite the fact 

that little if any hand work is now 

used in their manufacture. Labor ep 
costs are rising and they are closely 

followed by mounting prices for 
wrappers and fillers. The proposal 

to increase the taxes on cigars has y 
been set aside for the present, al- 100 Yj 
though it remains as a_ potential Y 
threat to already declining profit Uy 
margins which are never very ro- Y 
bust. Other taxes are applicable to Y 
the cigar manufacturers, although it 50b Y 
is improbable that excess profits Uy Y 
taxes will ever be a burdensome item Yj 
to them. 

Higher labor and material costs 
are significant and are likely to re- 
sult in the phenomenon of declin- ‘29 '30 
ing net earnings in the face of rising 
sales volume. Since the largest amount of cigar business 
is in the 5-cent cigar division, manufacturers have only 
limited possibilities to avoid the absorption of rising 
costs. These few alternatives consist of either increasing 
the price per unit, cheapening the quality of the tobacco 
or shortening the length of the cigar. None of these al- 
ternatives is calculated to maintain sales volume. On 
the whole, then, it is probable that cigar makers’ earnings 
will be, at best, no better than those of a vear ago. 














Cigarette Costs Rising 


Labor and salaries are also important individual cost 
items of the cigarette makers, although the actual cost 
per unit is very small due to the gigantic amount of units 
produced in any one year. Any increase in the cost of 
tobacco would therefore be a greater determinant of 
profits than labor costs. Fortunately for the cigarette 
makers, the average cost of tobaccos currently being 
employed in the making of cigarettes is relatively low 
and thus is assisting in maintaining profit margins. The 
cigarettes industry uses a three-year moving average of 
tobacco costs and have thus written off the high-cost 
1937 tobacco, while not as yet including the rising 1941 
tobacco prices. Thus it is indicated that next year’s 
average tobacco prices will be higher than this year’s, 
although the increase will continue to be moderated by 
the inventory policy of the manufacturers for another 
year to come. After next year the cost of tobaccos will 
be considerably higher if the trend of the 1941 tobacco 
auctions continues, 

Added to these difficulties are the increase in nor- 
mal income and excess profits taxes, plus the possi- 
bility that a further increase in excise taxes may stop 
the rise in cigarette consumption for a time. There is 
no immediate indication that excise taxes will be in- 
creased, but since the collection of such taxes by the 
Government involves but little expense and is col- 
lected at the factory, the revenue collectors may find it 
more expedient to attempt to increase collection from 
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proven rather than new, and as yet untouched, sources 
of revenue. 

The possibilities of the individual cigarette manufac- 
turers depends to a great extent upon special situations 
within the companies themselves. Based on general 
factors, the manufacturers should report lower, but on 
the whole very satisfactory, earnings in view of reason- 
ably low raw material costs and new high record con- 
sumption volume. American Tobacco, for one, will prob- 
ably do as well as average, although it is probable that 
this year’s earnings will drop moderately below those of a 
year ago when earnings of $5.59 a share of common stock 
were reported. How much lower this year’s earnings are 
likely to be will depend in great measure upon selling 
costs, which include publicity, and what proportion of 
higher operating costs must be absorbed by the company. 
Higher cigarette prices are a solution to this problem, 
although nothing much can be done along the price line 
unless most of the other manufacturers concur in the 
increase. With the prospect for lower earnings, the cur- 
rent $5 dividend rate is not completely assured of near- 
term continuation and this uncertainty will undoubtedly 
find reflection in the market action for the shares, despite 
their undoubted investment merit. 

P. Lorillard also is not expected to report earnings in 
excess of the $1.69 a share reported for 1940, although 
the decline anticipated will probably not be sufficiently 
large to warrant any downward revision of the current 
$1.20 dividend rate. Lorillard has been adding to 
expenses by a strong advertising campaign to repopu- 
larize its Old Gold cigarettes. It is said that this 
campaign has been quite effective and that the recently- 
noted increase in sales has been directly traceable to this 
effort. The company’s other products are in good 
demand, but the extra advertising expenditures have 
thinned profit margins with the consequent reduction in 
anticipated net income. As is the case with all other 
companies, higher normal taxes will also serve to restrict 
net incomes, although in the case of Lorillard, some 
of the adverse effects will be (Please turn to page 652) 
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What Westinghouse Electrie 
Can Do at Capacity Operations 


WEIGHING VOLUME, TAXES, PROFITS 


BY RICHARD COLSTON 


ite sE ELtectric & MaNnuracTURING COMPANY 
is the smaller of the two major electrical equipment 
manufacturers of this country which, between them, 
secure approximately 65 per cent of all of the equipment 
business available. Both of them manufacture a similar 
line of products ranging from the heaviest generators 
to light household equipment, although Westinghouse 
depends to a greater extent upon orders for heavy equip- 
ment than does its principal competitor. Thus, while 
both General Electric and Westinghouse cover virtually 
the same fields of endeavor, the latter company’s for- 
tunes have been more closely geared to the trend 
of activities in the capital goods industries, with 
the consequence that variations in sales volume and 
earnings have been more widespread than those of 
General Electric, the larger of the two. 

This greater dependence upon the sales of capital 





This steam turbo-generator, the largest single shaft electric generating unit in 
the world, was built for the Philadelphia Electric Company by Westinghouse. 
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goods for profitable operations has its drawbacks in 
slack times, but, in the past, there has been ample 
compensation in the company’s ability to make an excel- 
lent showing in times of strong economic recovery. 
Public utilities, railroads and shipbuilders are all de- 
manding new equipment and these industries provide 
the bulk of the civilian business and profits of Westing- 
house. 

Added to them is the heavy demand for similar equip- 
ment for Government owned projects and naval construc- 
tion in a volume approximately equal to that which is 
coming from non-government sources. 

New orders have increased in quantity in practically 
each month of the two years of the war to date. During 
the first half of 1941, orders from all sources totaled 
$301,126,952 or approximately 122 per cent more than 
those which accrued during the first six months of 1940. 
During the same period, shipments, or 
billings, amounted to $175,557,093 or 
approximately 52 per cent higher than a 
year ago. Thus, new orders in the first 
half of the year were 70 per cent greater 
than billings for the period and new busi- 
ness accrued at a faster rate than pro- 
duction ability. This fact is made ap- 
parent by the mid-year statement of 
unfilled orders which amounted to $341,- 
265,794 at that time or nearly three 
times as much as the total unfilled order 
backlog of a year ago. While official 
indications are that the new business is 
coming in practically equal volumes from 
Government and civilian sources, ap- 
proximately 60 per cent of the unfilled 
orders represented defense business, al- 
though a part of this amount might be 
only indirectly connected with the na- 
tional program. On a basis of reported 
billings of the past 12 months it might 
be inferred that the company had ap- 
proximately a year’s work on hand if no 
other business should be obtained. Such 
a conclusion would be an underestimate 
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of the company’s prospects for much depends upon the 
character of the materials ordered as to when shipments 
are to be made. 

Although Westinghouse is primarily a manufacturer 
of electrical equipment, the company has long been active 
in building the prime moving equipment used in the 
generation of electricity. Among the most important of 
these is the turbine, developed to drive electrical gen- 





Westinghouse Photo 

Electric current rectifiers are familiar to the many users of 
radio sets, but their ability to convert alternating current to 
direct current is microscopic. Westinghouse meets the com- 
mercial demand for direct current in great quantities where 
only alternating current is available through use of the Ignitron 
rectifier, a battery of which is here undergoing final inspection. 


erators but later modified to be used in the propulsion 
of ships, both commercial and naval. Westinghouse 
makes one of the best turbines available so that it is not 
surprising that the company is practically flooded with 
orders for these devices in many sizes and that as far 
back as last April the company had on hand sufficient 
turbine orders to assure continued full time operations 
on these devices for at least another three years. Since 
that time the orders for new turbines have been un- 
diminished although the production capacity of the 
turbine plants is being increased to a point where it is 
anticipated that the company will be able to produce 
approximately 84 large turbines and an unspecified num- 
ber of smaller machines yearly as compared with a previ- 
ous peak capacity of 36 shafts prior to the beginning of 
the production expansion program. At the beginning 
of the summer, Westinghouse had on hand orders for 
approximately 600 marine turbines with a capacity of 
7,000,000 horsepower and land turbines capable of gen- 
erating about 2,400,000 horsepower. Marine turbines are 
comparatively small and involve a considerably less 
amount of work, time and material than do the some- 
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times gigantic land turbines. 

And the making of prime mover equipment is not 
confined to turbines which are normally activated by 
steam or water power. Westinghouse also manufactures 
a complete line of electric motors ranging from the larg- 
est machines used to furnish great quantities of power 
for the propulsion of battleships and locomotives to the 
small fractional horsepower devices used in domestic and 
commercial machines. The necessary gears, instruments, 
controlling devices and transmission apparatus are also 
produced in the company’s shops. 


Production Facilities Growing 


Much of the electrical power consumed is for lighting 
purposes. Westinghouse makes a full line of such ma- 
terials including sodium, mercury vapor and fluorescent 
lamps as well as the more conventional incandescent 
lamps which are made in varied forms for many purposes. 
Equipment to utilize these lamps is also manufactured 
and includes a line of apparatus used for street lighting, 
aviation landing field illumination, searchlights and many 
other applications. Of longer term importance to the 
company’s lamp division is the growing use of fluorescent 
lighting which was first introduced at the New York 
World’s Fair. 

Westinghouse has long followed a policy of manufac- 
turing as much of its basic material as possible. In keep- 
ing with this practice, the company has started con- 
struction of its own glass works at Fairmount, West 
Virginia. The plant, which will be in operation next 
May, is to cost approximately $1,800,000 and will be 
used mainly to provide glass for the company’s lamp 
division and particularly the new $3,000,000 fluorescent 
lamp plant which adjoins the new glass factory. The 
company is not contemplating entering the glass busi- 
ness and the new plant will not add anything appreciable 
to the per share earnings of the company. It will give 
the company a supply of suitable material for its lamp 
business, perhaps at no smaller costs than obtainable 
from outside manufacturers, but in forms and quality 
that especially suit its needs of the moment. 

Expansion of the lamp manufacturing facilities is only 
one of the many projects of the company. Already, ap- 
proximately $9,000,000 has been spent to expand the 
turbine production facilities of the South Philadelphia 
plant and a new factory, to cost approximately $22,000,- 
000, is proposed to adjoin the Philadelphia factory. This 
latest addition will also be devoted to the making of 
turbines and their accessories and it is expected to be 
finished either late next year or early in 1948. 

The wide increase of production facilities made neces- 
sary by the virtual flood of orders for materials has cost 
the company a considerable sum of money. Most of the 
expansion to date has been accomplished through use 
of liquid funds and the proceeds of bank loans which 
recently amounted to more than $21,000,000. According 
to a letter from the company to the stockholders, the 
management feels that approximately $60,000,000 in 
working capital is needed to pay off short term loans and 
further to expand production facilities and, accordingly, 
proposes that the authorized indebtedness of the 
company be increased to $50,000,000 by means not as yet 
disclosed. At the meeting, (Please turn to page 655) 
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But the Higher Wage Issue Is 
a Big Cloud on the Horizon. 


BY ROGER CARLSON 


Retin activities of the entire nation have been 
accelerated to top speed by defense needs but in the 
southern section of the country the increase has been 
somewhat greater and stems from deeper roots than else- 
where. Since the close of the Civil War, the South has 
been in a re-construction period and progress has been 
slow. Prior to the war between the states, the South 
was predominantly agricultural in both viewpoint and 
occupation. In fact, the possibility of losing its advantage 
of a wealth of low-cost farm labor by abolition of enforced 
servitude was one of the major causes of the conflict. 
The wealth of the North was founded upon manufactur- 
ing and until the natural advantages of the South are 
fully realized a complete prosperity for that area is not 
possible. 

However, under the stimulus of defense requirements, 
the industrialization of the South has gone forward at a 
pace impossible to achieve in a long period of normal 
times. The South has been developing its numerous raw 
materials resources in many ways. This is particularly 
true of metals—aluminum and iron—hydroelectric power, 
coal, cotton and lumber. For instance in the case of 
aluminum, the South is now the largest aluminum pro- 
ducing area in the country, accounting for approximately 
54 per cent of the nation’s output of this metal. Work 
has been started on additional plants which are expected 
to produce another 60,000,000 pounds of aluminum 


Earnings of Southern Rails 


Moving Sharply Higher 








N.R.O.1. FOUR SOUTHERN RAILS 


yearly and fabricating plants of huge 
capacity are rapidly approaching com- 


pletion. To make aluminum, great 
quantities of electric current are 
needed. To this end, $25,000,000 was appropriated by 


Congress in 1941 to increase further the productive 
capacity of TV A properties and additional appropria- 
tions for the same purpose are in prospect. 

The Alabama steel areas are also becoming increas- 
ingly important as sources of this metal. Shipbuilding in 
the Gulf area is being increasingly served by the South- 
ern mills whose productive capacity is now at an all time 
high although continuing to expand. Iron ore, coal and 
limestone are all plentiful in the territory and thus gives 
the Southern steel mills an advantage over their Northern 
neighbors for materials used in the South. 

Practically the same story applies to the cotton textile 
industry. Being the section in which the country’s cotton 
is grown, plus the fact that workers are plentiful and that 
the mild climate makes for lower living costs, there is 
no cause to wonder at the increasing flow of textile 
manufacturers from the traditional New England areas 
to the South. Last year there were over 18,000,000 cotton 
spindles in place in the South or 73.6 per cent of the 
nation’s total, and, of greater importance, these spindles 
worked 79.5 per cent of all the active spindle hours and 
in doing so, consumed 85.7 per cent of all the raw 
cotton used in the coun- 
try. The increasing use 
of cotton materials both 
for civilian and defense 
purposes promises an 
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even greater growth to 
the Southern textile in- 
dustry and, of course, a 
correspondingly large in- 
crease in materials ship- 
ped both into and out of 
the area. 

Naturally, the sharp 
step up in demand for 
Southern steel means a 
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concomitant increase in 
the demand for coal. So 
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Seaboard Railway Photo 


great has been the demand for coal that a number of 
new mines have been opened within recent months and 
a greater number of marginal cost mines have been re- 
opened, further to supply the growing fuel needs. South- 
ern wood has long been well regarded in the building 
industry as a highly satisfactory, low cost production 
product. Now the waste and slash derived from lumber- 
ing activities have found a new use which promises to 
outstrip the lumber industry in importance as a producer 
of income for the South. The new use is, of course, the 
making of wood-pulp and paper products. The South 
already has achieved a semi-monopoly on kraft papers 
made from this material and is fast developing better 
pulps for other uses. A more complete discussion of this 
phase of the industrial South will be found in a story on 
the paper industry carried elsewhere in this magazine. 

Rayon is now one of the South’s staple products with 
the largest part of the ever growing output of the rayon 
industry being made below the Mason-Dixon line. Oil, 
sugar, fruit and a host of other commodities are also pro- 
duced and shipped in great quantities from this most 
favored section of the country and, what is more, the 
South is buying materials from the balance of the country 
and in this manner the railroads are benefiting both com- 
ing and going. 

As a group, the Southern railroads are the smallest of 
the three great divisions, ranking third in the matter of 
operating revenues, traffic, etc. The immensely indus- 
trialized area of the East is of course the greatest pro- 
ducer of revenues while the Western district is second. 
However, in the matter of demonstrated improvement of 
many factors, the Southern district has demonstrated its 
ability to do better than average and due to the growth 
factor of the territory served, promises to retain many 
of the more recent gains even after the crest of the 
flood of defense business has passed. For instance, in 
the first half of 1941, the Class 1 railroads which com- 
prise the Southern division reported an increase of 23.2 
per cent over a year ago in the amount of operating 
revenues garnered. This compared with an average of 
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“Orange Blossom Special" crack Pullman train which runs to 
both coasts of Florida during the winter season. 


21.4 per cent for all Class 1 roads, 22.6 per cent for the 
highly active Western district and 20.2 per cent for 
the Eastern district. Obviously, such an increase in 
operating revenues must be accompanied by a gain 
in operating expenses, although in this instance the 
increase reported by the Southern rails was but 9.5 per 
cent as compared with a rise of 12.1 per cent for the 
entire industry, 13.6 per cent for the Eastern division 
and 10.9 per cent for the Western district. The indica- 
tions are that the Southern roads had a somewhat better 
than average control over costs although the actual facts 
are more likely to be that car loads have been heavier 
and that there were less partly full or empty return trips. 
Only in the matter of reported increases in net operating 
income did the Southern rails run second to another di- 
vision. In this instance an increase in net operating 
income of 100.2 per cent over that of a year ago for the 
first six months of the year was topped by the Western 
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district roads which reported an increase of 159.4 per 
cent. However, the increase of the Southern roads was 
immeasurably superior to that of the Eastern roads, 
whose gain was much less than 50 per cent in the initial 
half of this year. But the Southern roads earned more 
on their invested capital than any other group. In the 
first half of this year they earned 4.33 per cent on their 
invested capital as compared with only 2.17 per cent in 
the same period of 1940 and 2.64 per cent in the similar 
period of 1930. Strengthening of capital structures, as 
well as increasing operating efficiency, accounted for part 
of this excellent showing. During the same months, the 
more heavily capitalized Eastern roads earned only 3.97 
per cent on their invested capital while the Western 
roads did somewhat better by reporting earnings equiv- 
alent to 4.10 per cent. Indications are that all of the 
roads will continue to do quite as well for the remainder 
of the year although in the case of the Southern district, 
the elimination of the normal summer let-down in traffic 
will result in more sharply defined increases over the 
figures of a year ago. 

So far, we have been talking of relatively permanent 
factors for the improvement in the prospects of the 
Southern rails. There are, due to the dislocations brought 
on by the war, several temporary influences which should 
result in even greater gains in traffic and revenues for 
the Southern district roads. One instance is embodied 
in passenger traffic statistics. The mild climate of the 
South has made this idea an ideal one in which to train 
soldiers and, to take advantage of this feature, most of 
the largest army training camps are located in this terri- 
tory. In addition, the same mild climate has made cer- 
tain areas of the South an attractive winter vacation 
resort and, with European travel for pleasure impossible, 
much of the great tourist business has been diverted to 
Southern resorts. This is most visible in the operating 
statistics of the Southern Railway, the largest railroad 
system serving the South. While the railroads of the 
nation reported passenger traffic about unchanged from 
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the low levels of 1939, the 1940 report of the Southern 
Railway showed a gain of 3.35 per cent in the number of 
passengers carried, 5.57 per cent increase in the average 
distance each passenger was carried and of greater im- 
portance to the investor—a gain of 4.84 per cent in pas- 


senger revenue. What must be remembered in this 
instance is that troop movements to and from camps did 
not get under way until later in 1940 and since then the 
number of passengers carried has increased manifold. 
And so has the passenger revenue. 

Another temporary boon—likely to last longer than 
the sharp increases in passenger revenues—is the great 
quantities of freight moving into and out of the territory 
because of the elimination of competitive coastwise ship- 
ping. Just how much freight is being diverted to the 
rails from the steamers is impossible accurately to state 
although the volume must be considerable. The Gulf 
ports are highly active with transatlantic shipments, 
South American sailings and considerable industrial and 
shipbuilding expansion, but most of the ship services 
from Atlantic ports have been suspended because of lack 
of ships and it is obvious that the freight must be moving 
in via rail. The talk of shipping petroleum products 
north in tank ears will, if it materializes, revive the once 
prosperous petroleum products business that was pared 
down to a comparative trickle by water and pipeline 
competition in recent years. 

In the first 34 weeks of this year, the Southern roads 
loaded 6,779,000 revenue freight cars as compared with 
5,591,000 cars a year ago. In the week of August 23, 
car loadings totaled 209,362 units in the Southern district 
as compared with 169,779 cars in the comparable week 
of 1940 and 154,450 units in the same period of 1939. 
The increase in loadings in the latest reported week over 
those of a year ago was 23.3 per cent as compared with 
a gain of 18.2 per cent for all of the Class 1 roads in the 
same week of this year. Indications are that subsequent 
reports will make an even better comparative showing. 

As was remarked earlier, (Please turn to page 651) 
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The freight yards and Union Station terminal in Atlanta, Georgia. 
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Commercial Solvents Photo 








Defense Activities Benefit 


Commercial Solvents 


BY PHILIP DOBBS 


a So.LveEnts Corp. has long been one of this 
country’s largest manufacturers of alcohols fermented 
from grains and molasses. And alcohol is one of the most 
important of the numerous solvents that are indispensable 
in the making of many articles of necessity to defense. 

In addition to their use as solvents, alcohols form the 
basic raw materials for the manufacture of ethers, alde- 
hydes, esters, ketones and amines. These products are 
the most important ingredients used in the manufacture 
of lacquers, paints, synthetic resins, perfumes, drugs, 
cellulose produets and an almost infinite variety of the 
newer synthetic organic chemicals which have recently 
become so useful to the national effort. 

Alcohols are made either by fermentation or through 
synthesis from coal tar products or petroleum gases. But 
the natural process is by far the more important and 
produces the largest volume of alcohol. Of the alcohols, 
ethyl alcohol, or the spirits derived from the fermenta- 
tion of grain, is the most valuable from a commercial 
standpoint and as a solvent in manufacturing processes, 
the amount of ethyl aleohol consumed is second only to 
that of water. 
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Commercial Solvents, together with U. S. Industrial 
Alcohol Co., manufactures about one-quarter all the 
alcohol produced in the United States for commercial 
purposes. The company began as a maker of butyl alco- 
hol, a specialty derived from the fermentation of the 
germ of a corn grain, but when the basic patents on this 
fermentation method expired, the company was forced 
into competition with other alcohol manufacturers. 
Before that time, Commercial Solvents enjoyed a highly 
profitable monopoly on a product that is credited with 
having been instrumental in making possible the rapid 
production of automobiles of today. This was so because 
butyl alcohol was the basis for the manufacture of spray- 
ing lacquer and that surface covering reduced the time 
needed to paint an automobile body from apprxoimately 
12 days to less than one hour’s time. With the expira- 
tion of the butyl alcohol patents, Commercial Solvent’s 
earnings declined sharply and they have never since 
achieved former high levels, nor are there immediate 
prospects of again reaching such heights despite un- 
doubtedly large business to come. This is mainly because 
of the intense competition (Please turn to page 652) 
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Liquor Stocks 


Shares of the leading whiskey dis- 
tillers appear to have attracted in- 
creasing market attention in recent 
weeks. Buyers reason apparently 
that here is an industry almost com- 
pletely insulated from the more ad- 
verse effects of the defense program. 
Leading companies are amply pro- 
vided with low-cost inventories, no 
priorities or rationing are involved 
and with increasing employment and 
purchasing power, sales volumes are 
expected to expand. The only cloud 
in this otherwise pleasant outlook is 
the matter of increased excise taxes 
which, of course, will be passed along 
to the consumer. Even without 
allowing for these increased taxes, 
retail prices of a number of popular 
brands have nearly doubled in the 
past year and consumers are regis- 
tering their disapproval by refusing 
to buy. A further increase in prices 
will put even lowest priced whiskies 
in the luxury class. Bootlegging is 
bound to increase and recipes for 
home-made gin may again become 
popular. Another outbreak in price 
cutting is probably inevitable. It 
might be a good idea to watch de- 
velopments a little longer before be- 
coming too enthusiastic over liquor 
stocks. 


General Motors and Defense 


Mr. C. E. Wilson, president of 
General Motors, at a recent defense 
demonstration staged by the com- 
pany, made a number of pertinent 
observations on the role now being 
played by General Motors in the 
armament program. Mr. Wilson 
pointed out that despite the fact 
that the company has received $1.2 
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billions in war contracts, and will 
have to turn out $700 millions of 
aircraft, machine guns, motors, tanks, 
etc., next year, in order to keep 
abreast of its schedules, the company 
could double this output and, in fact, 
must do so in order to keep its pres- 
ent complement of workers em- 
ployed. It was pointed out that 
within the next six months the cor- 
poration will be compelled to lay off 
or transfer 100,000 of its 300,000 em- 
ployees to other work at the com- 
pany’s 60 defense plants located in 
35 cities. Against defense contracts, 
the company has made shipments 
totaling $225 million and additional 
deliveries amounting to $200 million 
will be made between now and the 
end of the year. Present schedules 





call for the production of $670 million 
of defense material in 1942. The 
company’s subsidiary Yellow Truck 
& Coach has received defense orders 
totaling $179 million, against which 
shipments totaling $95 million have 
been made. General Motors produc- 
tion of 1942 passenger automobiles 
will be cut on an average of 54.5%, 
which is considerably more than that 
for the industry as a whole. 


Newport News Shipbuilding 


Newport News Shipbuilding & 
Dry Dock Co. is one of the oldest 
and largest shipbuilding organiza- 
tions in the country and in its field 
the company’s record has been sub- 
stantially better than average. Since 





Oldsmobile, one of the oldest names in the automobile industry, is now making 75 mm. 
and 105 mm. shells. This division is only a relatively small part of General Motors’ 
defense business. 
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1928 losses were shown in only two 
years, 1934 and 1935. The company 
specializes in the construction of 
large naval vessels and orders on 
hand include seven aircraft carriers, 
four cruisers and one battleship. A 
subsidiary is constructing 37 emer- 
gency cargo ships for the U. S. Mari- 
time Commission. Last year the 
company reported net profits of $4.4 
million compared with $2.5 million 
in 1939. Applied to the 80,000 shares 
of $5 cumulative convertible pre- 
ferred stock and 800,000 shares of 
common stock, these earnings were 
equal to $54.79 and $4.97 a share, 
respectively. In the first 26 weeks of 
the current year the total billings 
amounted to $36,105,362 compared 
with $24,753,134 in the same period 
of 1940. Unfilled orders as of June 
30, last, totaled $413,910,977 as 
against less than $94,000,000 at the 
same time in 1940. Thus far this 
year the company has paid common 
dividends totaling $1.40 a share, the 
two most recent payments having 
been at the rate of 50 cents a share. 
At recent levels around 25, the com- 
mon shares are reasonably priced, 
while the preferred shares at 111 
represent a more conservative medi- 
um for participating in the com- 
pany’s prospects. The $5 preferred 
shares are convertible into the com- 
mon stock at any time at $30 a share 
for the latter. At the indicated price 
the preferred shares return a yield of 
4.5%. 


So They Say 


A dividend of $1 will be paid to 
Pepsi-Cola stockholders later this 
month. . . . Lone Star Cement can 
well afford to pay an extra dividend 
this year of at least 50 cents... . Pan 
American Airways is favored by 
many investors with an eye to the 
future. . . . United Light & Power 
will be one of the first of the utility 
holding companies to be completely 
liquidated under the death sentence 
clause of the utility act of 1935... . 
Packard stole some of Ford’s thunder 
by announcing lower prices on some 
of its 1942 models. Shares of 
shipping companies have been gain- 
ing in favor... . Shipments of finished 
steel by U.S. Steel set a new record 
in August. .. . The recent sale of 
Continental Baking preferred shares, 
taken over from the British and held 
by the RFC, is expected to be fol- 
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Recent Earnings Reports 


1st 6 mos. 1st 6 mos. 

Company 1941 1940 Dividends* 
ME I aioe iiss vice denne shen cunts 1.05 0.43 3.00 
pO TP oT RP ee 4.52(a) 2.72(a) 3.00 
NGS aire ot Geo nil hee veh KReRE eRe ees 3.44 4.35 1.50 
Burroughs Adding Machine................... 0.44 0.29 0.45 
CemeeINIES «oo 6 otc sc cco coos cence 0.67 0.11 None 
ee CECE Cre oe ere 1.26 d0.26 None 
Pikst Mitinaal Slenhes 0.5 5 sc cece cccceeeewes 0.83(b) 0.81(b) 1.05 
Cele 0 Oe. ois odewnseccteonesaneee 0.75 0.54 0.45 
NSEC CTE TLE ORES OTE TTT 0.71(c) 0.52(c) 0.45 
Lehn & Fink Products Co......... eeteteeas 1.92(c) 1.55(c) 1.05 
May Department Stores. . 1.70 1.20 3.007 
SS Ee pe eere earn d0.04 0.40 None 
Co Seen: cerciarncrer: 2.25 2.17 2.25 
Sparks-Withington.................... oneness 0.08 d0.12 None 
RE NINES sors. c oars goes ooenee heres 0.98 0.64 1.12% 
White Rock Mineral Springs...............-.- 0.12 0.20 0.10 

(a)—9 mos. to June 30. (b)—3 mos. to June 30. (c)—-Year ended June 30. (d)—Deficit. *“— Paid 


or declared this year to date. {—Indicated annual rate. 





lowed by other similar deals. P 
Housewives are really shopping these 
days and large chain super-markets 
are benefiting. . . . Loew’s will show 
earnings of $4.50 a share in the cur- 
rent fiscal year, which would com- 
pare with $4.82 in 1940. ... Square D 
may earn as much as $6 a share this 
year. . . . August marked another 
new record in air travel, for the 
fourth consecutive month. . . . The 
biggest gain in national income this 
year was contributed by wages and 
salaries. 


National Cylinder Gas 


National Cylinder Gas Co. is the 
third largest organization engaged 
in the manufacture of oxygen acetyl- 
ene and other industrial gases. The 
company also manufactures weld- 
ing and cutting equipment. Current 
operations have responded to the 
high level of activity in’ various 
metal fabricating industries and the 
company’s 51 plants are being oper- 
ated at close to capacity. Last year, 
“arnings, Which included the profits 
of acquired Compressed Industrial 
Gases, Inc., and Hollup for the last 
four months only, were equal to 
$1.10 a share on the average of 1,069,- 
567 shares of common stock out- 
standing during the year. On the 
basis of 1,827,701 shares outstanding 
at the end of the year profits in 1940 
were equal to 89 cents a share. Earn- 
ings thus far in the current year are 
running well ahead of 1940, and for 
the first six months per-share earn- 


ings amounted to 84 cents. In rela- 
tion to indicated earnings the pres- 
ent dividend of 20 cents quarterly 
appears conservative, but increased 
working capital requirements may 
postpone an increase, for the time 
being at least. Nevertheless, the 
shares at recent levels just above 10 
not only afford a generous yield, but 
appear to have a greater measure of 
speculative promise than the average 
issue in the same price category. 


Non-Defense Industries 


Prominent among issues which 
have recently sold at new highs for 
1941 have been the shares of leading 
companies identified with such non- 
defense industries as food, retail 
trade, dairy products, and motion 
pictures. Meanwhile armament 
shares continue to sell well under 
their former highs. The most obvi- 
ous reason for the preference ac- 
corded the shares of companies not 
directly engaged in defense work is 
the substantial upturn in the volume 
of their current business, aided by 
increased employment and greater 
family spending power, particularly 
in the nation’s leading industrial 
centers. It is not expected, however, 
that these companies will show any 
considerable increase in current earn- 
ings and most of them can count 
themselves fortunate if gross expands 
sufficiently to take up the heavier 
tax levies. Apparently, however, in- 
vestors remain wary of the “war 
baby” issues. 
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Tidewater Associated Oil 


What advice can you offer to a stockholder 
in Tidewater holding 250 shares bought at 
1934? With only a 5-cent gain in per share 
net for the 1941 first six months over similar 
period in 1940, I have become skeptical of 
the company’s outlook. Is further weakness 
expected because of the generally confused 
oil situation? How should earnings be 
affected by the Government's rationing order? 
Are the company’s major outlets on the 
Pacific Coast rather than the Atlantic? Are 
prices now at profitable levels? How will 
Government measures at price stabilization 
affect this company? Has the company been 
deprived of any of its tankers, barges, tank 
cars, ete., for defense use or transfer to Brit- 
ain? What about the company’s 4,000 miles 
vf pipeles? Has the company suffered by the 
cessation of oil exports to Japan? What's 
happened to Tidewater’s interest in the Mitsu- 
bishi Oil Co. of Japan? Will you kindly 
weigh this entire situation and advise me of 
the wisest step to take?—Mrs. E. J. &., 
Worcester, Mass. 


In the first six months of 1941] 
Tidewater Associated Oil Co. earned 
80 cents per common share as com- 
pared with 75 cents per share for the 
corresponding period of 1940. While 
interest and amortization has de- 
clined from approximately $743,000 
for the first six months period of 
1939 to about $472,000 in the first 
six months period of 1941, Federal 
income taxes have increased for this 
period from $69,500 to $1,993,000. 
Total assets representing the wealth 
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of the company has increased from 
$200,396,428 as of June 30, 1939, to 
$214,142,263 as of June 30, 1941. 
Other comparable figures for these 
two dates show an increase in cash 
of over 100%, current assets about 
10% and surplus increased from $29,- 
140,000 to $36,680,000. These funda- 
mental factors coupled with the im- 
proving outlook for well-integrated 
oil systems, such as this company, 
is conducive to a favorable future 
for earnings expansion. It is our be- 
lief that the rationing of gasoline on 
the Atlantic Seaboard will be of con- 
siderable import to earnings of the 
company, even though its interests 
are on the West Coast as well as on 
the East Coast. In view of the sub- 
stantial interests on the West Coast, 
operations in that section have been 
rather important to the earnings of 
the company. Its distribution facili- 
ties serve various areas between the 
coasts as well as distributing refined 
products in the Hawaiian and Philip- 
pine Islands. It has been reported 
that the price stabilization efforts of 
the government will not be promul- 


gated with the idea of causing any 
undue hardship on companies but 
that its objective is to curb any pos- 
sible runaway price situation. Virtu- 
ally all of the companies having 
tanks, barges and tank-cars have 
been called upon to assist in all ways 
possible in the defense needs. Some 
of them have been transferred to for- 
cign registry as a part of our all-out 
aid to the democracies. The com- 
pany’s pipeline facilities are being 
used and should be an important link 
in the transportation of products to 
consumers. ; 

In view of the curtailment of ship- 
ments of oil to the Japanese it may 
be a restricting influence for the 
time being upon earnings expansion. 
There is another factor, however, 
which can be of increasing impor- 
tance, namely the shipping of oil and 
petroleum products to Russia which 
may more than offset this loss. Tide- 
water Associated Oil Co. owns ap- 
proximately a 50% interest in Mitsu- 
bishi Oil Co. of Japan, which has a 
refinery with a capacity of approxi- 
mately 6,000 barrels a day. The 
negotiations for the consolidation of 
the Tidewater Associated Oil Co. 
and the Skelly Oil Co. have been 
dropped for the time being. It is 
felt that this merger would be bene- 
ficial to operating results and profits 
for interested parties and therefore 
it is quite probable that the subject 
will again be considered when times 
appear propitious. 

In view of the extensive reserves 
of the company, coupled with in- 
creasingly strong financial position, 
it is our belief that the stock of this 


(Please turn to page 645) 
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Aided by the circumstance that seasonal 
adjustments now favor the steel component of 
our business index, per capita Business Activ- 
ity has risen within the past fortnight to within 
less than two points of the June record high, 
despite subnormal seasonal expansion in car- 
loadings. Average for the month of August 
was about 118.5, compared with 117.9 during 
July and 96.9 in August, 1940. Without com- 
pensation for population growth, the index rose 
a point in August to 139% of the 1923-5 aver- 
age, compared with 113 a year ago. Dividends 
declared during August were only 4° above 
last year, against an eight-month's rise of 9%. 
Largest dividend increases in August, com- 
pared with last year, were by the petroleum 
industry, 40%; railroad equipment, 140°; 
and steel, 150%. 

* * * 


The new, seven-member, Supply, Priorities 
and Allocations Board (SPAB) is expected to 
speed up defense output, probably at the cost 
of further privations to civilian industry. It 
even takes a 50%, longer than normal time to 
build defense plants now because of shortages. 
There is some consolation in Mr. Nelson's 
announcement that there will be action within 
48 hours on every application for priorities. 
Private plants will at least know where they stand. 


(Please turn to following page) 
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INDUSTRY—New Board 
will speed defense output at cost 
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of further privation to civilian in- 
dustry. 


TRADE—Sales still well above last 
year; but "fright buying" abates. 


COMMODITIES—Further gains reg- 
istered by farm commodities despite 
talk of Government selling. 







MONEY AND CREDIT—Treasury and 
Federal Reserve experts confer on 


new anti-inflation program. 
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Business and Industry 
———— 
L P. L — 
atest revious ast ngot 
Date tilesaihs Month aes PRESENT POSITION AND OUTLOOK Pig | 
= Shipr 
INDUSTRIAL PRODUCTION (a), Aus. 164 162 121 “AuTOD 
(Continued from page 639) lad 
INDEX OF PRODUCTION AND s ” 
—— (b) Ree CN yeag et ae alee July 111 110 4 The essential fidelity of this publication's index of Total 
cine 1g a July 116 114 91 business activity is confirmed indirectly by two Reaistr 
Durable Goods............... July 122 118 82 as aha egistr 
recent Government reports—one disclosing that Passe 
ee pa tos July 112 112 97 shipments during July were below the previous tual 
Avid Sel ee aaah eee July 104 104 89 month for the first time in a year, and the other re- 
oneemon 6 nied July 107 105 93 vealing that total salaries and wages throughout PAPER 
Miscellaneous Services. ........ July 102 110 m1 the nation in July, after allowing for wage increases, Produc 
WHOLESALE PRICES (h)....... Aug. 89.8 88.2 11.4 were lower than in June; though 22% above July, Shipme 
1940. Federal expenditures for national defense Mill St 
INVENTORIES (n. i. c. b.) during August rose to $1,172 millions, equivalent O 
LE Se Soe eee June 128.3 126.3 108.6 to $14 billions a year. Total appropriations for LIQU 
PEW MOIS. 5 cna :0:s: cv scigs # ovrate June 228 207 133 defense, plus British war orders, reached the huge etn 
| IRS AMIE June 190 180 126 sum of $60 billions by Sept. 4, of which some- Withdr 
thing over $12 billions have already been spent Stocks, 
ee (d) Jul 88.9 68.5 86.3 including $1 billion for armament exported. GENER 
Leto eis cist ois is Same we uly . i 
FN ie oes le Se okionn cme July 86.2 85.5 80.9 ange ee eee 
ee ae ey Jul 88.4 88.2 86.8 _— 
Clothing Be. actrchd igs te eee July 713.8 1316 73.1 Lacking control over prices demanded a for- Railwa 
pol | Et | ree Jul 87.8 86.7 84.5 eign producers, the OPA is running into difficul- Loc 
Sundries. ; ' Ree AOS eo. eee July 98.7 98.6 97.4 ties in its efforts to hold the lid down on imported Frei: 
Purchasing Value of Dollar...... July 112.5 113.0 115.9 essential commodities. Domestic wholesale Pass 
prices have risen to a 12-year peak—16% above Cigare 
NATIONAL INCOME (cm){....| June $7,650 $6,835 $6,405 last year. Farm products are up 32%, and Bitumi: 
foodstuffs 28%. Farm income during July, in- Portlar 
CASH FARM INCOME} cluding benefit payments, was 28% above last Comm 
Farm Marketing. .............. July $887 $773 $673 year, compared with a seven-months rise of only 
Including Gov't Payments....... July 902 7198 708 16%. Government benefit payments for seven 
Total, First 7 Months........... July  S > 4,532 months were $102 millions (22%) below last year. es 
Prices Received by Farmers (ee)..| July 125 118 95 1942 output is expected to be 2% above this 
Prices Paid by Farmers (ee)...... July 129 126 122 year, with 10% of the total (mostly pork and dairy 
Ratio: Prices Received to Prices products) going to England and associated beliger- 
Paid (ee)......-..-+.-++++:. July 97 94 78 ants under the lease-lend program. M. W. 
FACTORY EMPLOYMENT (f) rae ACT 
Durable Goods. .............: July 137.8 135.1 98.4 
Non-durable Goods. .......... July 123:5 120.9 107.8 Wholesale sales during July were 43% over ELECTI 
last year; but month-end inventories were up K.W.t 
FACTORY PAYROLLS (f)..... July 152.5 152.1 98.2 only 17%. Department store sales in the 
RETAIL TRADE week ended Aug. 30 were 29% above last year, TRAN: 
against increases of 35% for four weeks and 18% Carloe 
Department Store Sales (f)...... Aug. 135 115 98 4 F; . Grain 
Chain Store Sales TT July 141 133 119 for the year to date. inance companies are 
Variety Store Sales (g) Jul 145 139 194 worrying more over the approaching shortage of Coal. 
ory Comp yeaa ed goods to finance than over tighter instalment Forest 
Rural Retail Sales (j)........... July 163.2 161.8 137.7 ee Me 
Retail Prices (s) as of Jul 99.5 98.9 99.8 terms. Revised figures disclose that British Empire Manu 
Siinnmmnntcapiindions = : : : countries took 62% of our exports = the first ere BAG. 
i ly 41% a year earlier. Exports to the 
FOREIGN TRADE against only 41% a y r ; 
Merchandise Exportst.......... Jine $338 $385 $350 United Kingdom during the first half year increased STEEL 
Cumulative year's totalf to...... June ck ae 2,064 74% over the like period last ay or ge Be “ Ir 
Merchandise Importst.......... June 280 297 211 to Japan dropped 50% and to Latin America ae 
Cumulative year's totalf to...... June |) a 1,294 rose 40%. ees ints 
RAILROAD EARNINGS Railroad net income after interest and rentals STEEL 
Total Operating Revenues*. ... . July $485,446... $366,220 during the first seven months came to $244 % of 
Total Operating Expenditures*..| July BIseso | aides. 262,065 millions, against only $3.4 millions in the like 
Taxes*®......... Gan ok ala July 57,262... 35,210 period last year. Net for nine months may reach PETRC 
nes Rwy. SS Income*. .. wid — oe ae yg $376 millions. Profits after taxes reported by wi a 
perating Ratio %............ uly 2 alg . railroad equipment industry for the secon rude 
Rate of Return %.............. July | ee 2.43 quarter were 90% above last year, against a six- bo 
ths’ rise of only 61%. ue 
BUILDING Contract Awards (k)| July = lol | ree Crud: 
F. H. A. Mortgages ro oe Grud 
Selected for Appraisalf........ July WO keds 122 a ; Gaso 
Accepted for Insurancef........ July AF rsinigtar shi 89 Building permits in July were 9% above ee 
Premium Payingf.............. July MOT), Saher. 63 last year, including a 23% rise for residential con- 
Building Permits (c struction. An increase of 33% in profits after 
s +14: long te 
ROSS ene ee Aug. 112 138 102 taxes was reported for the half year by building (e}_D 
New Vow City]... 50.5655... Aug. 8 18 14 supply companies, and a rise of 91% by heating (cl 
TOT be US Se eae Aug. 120 156 116 and plumbing companies. ——s material oe i 
holesale pri erage 14% above last year. Re 
Engineering Contracts (En){..... Aug. $397 $959 $530 a aE ee Prelimi 
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EEL eee 
a Ingot Production in tons*....... Aus. 7,001 6,822 6,186 Retail prices for 1942 model passenger cars 
Pig lron Production in tons*®....| July 4,771 4,553 4,054 are going to be 15% to 20% higher than on 1941 
Shipments, U. S. Steel in tons*..| July 1,667 1,669 1,297 — Mbt —- oe —— 
_—_—_— os a high priority rating has been given to produ 
AUTOMOBILES of heavy trucks (3 tons and over). Truck output 
Production in the 1942 model year which began July 1 is ex- 
PactOny OAIGS se 5.65 i xsrate set July 463,149 546,274 246,171 pected to reach 1,190,000. The motor car in- 
otal ist)? GAOUINS.  cisie 0.00 Juyy ==Z61S4S eek wes 2,785,611 dustry will soon receive more orders for tanks to 
Registrations help offset the enforced curtailment in passenger 
Passenger Cars, U.S. (p)........ July 391,795 443,470 315,246 car output. 
Trucker Ube OAC 66 oS Sere sin ss Sree July 67,412 62,265 49,053 oe 
PAPER (Newsprint) Portland cement shipments during July were 
Production, U. S. & Canada* (tons).| Aug. at 377 403 24% above last year. Whisky withdrawals in 
Shipments, U. S. & Canada* (tons).| Aug 378 385 414 July were 22% ahead of last year, production was 
Mill Stocks, U.S. & Canada* (tons).| Aug. 30 169 170 179 up 49% and month-end inventories 5% larger than 
: a year earlier. Paperboard production in 
LIQUOR ae oe Jul August was about 35% over last year. With 
yea og aan a July — bp ph speculative buying checked by threats of a price 
J Ly BABS CPN ate at a ! ' ' ceiling, lumber orders recently have fallen 30% 
_ Stocks, ae os ee ais July 504,077 502,847 480,938 below a year ago. 
GENERAL * * * 
Paperboard, new orders (st)....... July 569,252 525,325 398,191 Dt wices of tobe iii ae 
; . ie : y ! ported gratifying 
= ns tg 9 of $)) July 51.9 63.4 31.5 gains in ‘profits over tax reserves for the year to 
Railway quipment Orders (Ry) date. Machine tool producers earned 25% 
a Mem pt ian ee ped 10 bs 99 Lee 16 P. more than last year during the second quarter, and 
si. aaitatal at ala ag ‘ ‘ ! 36% more for the half year. Profits of railroad 
Passenger Gals. a. vis.cccc tee ee July 35 32 15 A k 108% in th d 
Cigarette Productiont............ July 19,404 «18,490 s«5013 | SR ee oe ee ee 
Ser - quarter, against 61% for the half year. Tobacco 
Bituminous Coal Production * (tons).| Aug. 45,650 43,300 39,010 . F ; 
: manufacturers, earned 7% less in the first half; but 
Portland Cement Shipments * (bbls).) July 16,689 16,109 13,442 tied last year in the second quarter. 
Commercial Failures (c)........... July 908 970 40795 
WEEKLY INDICATORS 
Latest Previous Year 
Date Week Week Ago PRESENT POSITION AND OUTLOOK 
M. W. S. INDEX OF BUSINESS| 
ACTIVITY 1923-25—100...... Sept. 6 119.3 119.1 97.4 Electric power output is now expanding 
again at a better than normal seasonal rate; but 
ELECTRIC POWER OUTPUT higher taxes and other costs are preventing earn- 
ROWALERS Piscciedk cre Sues ua’e beds: | Sept. 6 3,096 3,224 2,592 ings from improving much. Profits above taxes 
TRANSPORTATION reported by the utility industry for the second 
quarter were 1.5% above last year; but gained 
at RR ie rics cie ed aut 6 797,740 912,720 695,258 only 0.5% for the half year. 
NIRS: Sn ccs oh chun owes ept. 6 36,878 43,536 36,775 ae oe 
8 NEE See One Sept. 6 150,141 170,338 118,413 . 
Forest Products............00000: Sept. 6 38,686 47,750 34,457 | The a — roan uaae 
Manufacturing & Miscellaneous....| Sept. 6 337,592 390,305 276,247 pray et 99% or jobads This pst 
tae ly ' 2 
ES Gs) CY ee eee eee Sept. 6 138,398 158,311 134,181 pares with actual production of 67,000,000 in the 
previous record year, 1940; 62,000,000 in 1929, 
STEEL PRICES and the World War No. 1 peak of 50,000,000 in 
Pig Iron $ per ton (m)............ Sept. 9 23.61 23.61 22.61 : . 
1917. As 100 net tons of ingots are required to 
Scraps DenitaniCi): «s6'5.0%-6 406 ss Sept. 9 19.17 19.17 19.92 me : . 
Finished Ib Sept. 9 9.305 9.305 72.5 tons of finished steel, ingot demand this year 
inished c per lb. (m)............ ept. . . 2.305 | will be equivalent to 58,000,000 tons of finished 
steel. Steel industry profits above taxes in the 
STEEL OPERATIONS d t 40%: ee lent inst 
% of Capacity week ended (m)....; Sept. 13 97.5 96.5 92.5 on tacviaun ob 00a he re da ae 
PETROLEUM es Rene A 
Average Daily Production bbls.*..| Sept. 6 3,815 4,005 3,624 Material shortages are eneete ape - 
Crude Runs to Stills Avge. bbls.*..| Sept. 6 3,995 4,070 3,568 - natural gas oe and - wat initely 
Total Gasoline Stocks bbls.*...... Sept. 6 81,571 81,672 83,402 de y, oi = e ae A ad “> — 
Fuel Oil Stocks, bbls.*........... Sept. 6 95,125 95,052 107,267 | line from Texas to the Eastem Seaboard. Petro- 
Crude—Mid-Cont. $ per bbl...... Sept. 13 VA TA9 1.02 leum industry's profits in the second quarter in- 
Crude—Pennsylvania $ per bbl....| Sept. 13 9:93 9.23 1.48 — shoe above last year, against only 6% 
Gasoline—Refinery $ per gal...... Sept. 13 085 .085 ey SO ee. 








long term trend. 


(g}—Chain Store Age 1919-31—100. 
lron Age. (n)}—1926—100. 
Preliminary. (r)—Revised. 





(c)—Dun & Bradstreet. 
(e)—Dept. of Agric., 1924-29—100. 


(p)—Polk estimates. 





tMillions. *—Thousands. (a)—Index Federal Reserve 1935-39—100. (b)—Federal Reserve Bank of N. ¥Y. 100%—estimated 
(cm)—Dept. of Commerce estimates of income paid out.’ (d)—Nat. Ind. Conf. Bd. 1923—100. 
(ee)—Dept. of Agric., 1909-14—100. (En)—Engineering News-Record. 
(h)—U. S. B. L. S. 1926—100. (j)—Adjusted—1929-31—100. 
(n. i. ¢. 6.)—Nat. Ind. Conf. Bd. 1935-39—100. 
(Ry}—Railway Age. 


(f}—1923-25—100. 
(k)—F. W. Dodge Corp., (m)— 
(pc)—Per cent of capacity. (pl)— 


(s)—Fairchild Index, Dec., 1930—100. (st.)—Short tons. 
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Secretary Morgenthau fired what looked like the opening 
gun is a more concerted attack on rising prices. Mr. Mor- 
genthau's program is as simple as a b c: Dispose of Govern- 
ment surpluses and raise more foodstuffs. 
opposing forces of the Congressional farm bloc lost no time 


legislation which would ‘freeze’ cotton and wheat held by 
the Government against loans. A previous attempt along 


Trend of Commodities 


However, the 


these lines was vetoed by President Roosevelt. Prices reacted 
sharply to the Morgenthau speach, only to recover practic. 
ally all of the lost ground before the week's end. Wheat 
prices reached the highest levels in four years, while soy 
bean prices were the highest since trading started in soy 
bean futures. An analysis by the Cleveland Trust Co. reveals 
that both the physical and dollar volume of inventories jn 
manufacturers’ hands are the highest on record. 
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High High L 
28 Basic Commodities 156.9 105.6 154.4 156.9 Domestic Agricultural... .. . 166.4 111.4 162.1 166.4 
Import Commodities 159.6 104.7 155.6 157.6 Foodstuffs. . : 172.6 100.5 167.5 172.6 
D stic C diti 156.5 105.5 153.7 156.4 Raw Industrial 146.9 101.3 145.1 145.8 
ASIP 
Latest Previous Year 
Date Wie artis, Wk: ertho. Ago PRESENT POSITION AND OUTLOOK 
Cotton. Cotton prices registered a net gain 
oo. d. closi of 39 to 47 points last week and are now from $8 
"O. = Pe pens ees S to $9 a bale higher than at the start of current move- 
se i eee ~— 13 17.89 17.38 9.31 ment in August. Most of the market impetus | 
| yy oid ano <4 18.08 17.50 9.25 was supplied by the increased reluctance of farm- 
( bel 000’ ept. 1 18.59 18.16 9.81 ers to sell cotton. The latest Government crop | 
Co e whe -/ S Jul 99 5 estimate indicated 10,710,000 bales, which was 
ee i d ee teeewessewie re = y 99 9 8 3 598 about 200,000 bales above private expectations. 
~ a F, " eae ie a ie ORs 99 18 18 9 The resulting reaction was short lived, following 
G. “ csscteg ete 8 ug -. S us 1 10.710 mo announcement that the 1942 farm program called 
ishseatr ecospislbanbndaamaae ept. ' 12,56 for continued restriction of cotton acreage. 
e oe ee * * - 
| — , bu. Chi. closi Wheat. Following a brief reaction, as traders 
"Se <t aig BL OMS — 1185, 11723 75 interpreted Mr. Morgenthau's speech bearishly, 
~ sone a 13 19954 ae 16%, prices recovered sharply and attained the highest 
. My ; 
Exports bu. (000’s) since July 1 to Aug.23 24,700 cee 17,020 —— a -~ oar Bec oo : 7 
Exports bu. (000's) wk. end... Aug.23 2,785 a Bee tener artes tiriggnertenine ys bee 
Visible Supply bu. (000's) as of... Aug.23 217,648 215,539 161,130 ter ns lage ae we Id 
Gov't Crop Est. bu. (000’s) July 1 923,613 816,698(ac) ushe S$ over the August estimate. inter yre 
ate Y ‘ was estimated at 685,000,000 bushels and the 
total crop and carryover was placed at 1,350,- 
CORN ; 000,000 bushels. 
Price cents per bu. Chi. closing ak a. ie 
5 1 ¥y% | 
ae _ - be bes st Corn. Prices reacted moderately after reach- 
Exports bu. (000's) since July 1 to. Aug.23 2895 ........ 6537, | ing new seasonal highs. The September estimate 
Visible Supply bu. (000's) as of Aug. 23 37,232 37,931 25,299 | 7° somewhat higher than recent private figures. 


Gov't Crop Est. bu. (000's) 


}——_—— 
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July 1 2,548,709 


2,449,200(ac)) 


The latest figure of 2,523,000,000 bushels com- 
pares 2,440,000,000 bushels raised last year. 
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Latest Previous Year 
| Date Wk. or hte Wh artic. Ago PRESENT POSITION AND OUTLOOK 
| 
COPPER | Copper. Supplies in the United States avail- 
Price cents per Ib. | able for use in September are estimated at 131,500 
(HOS CEU TERR Senn meee tdr Sept. 13 12.00 12.00 11.50 tons, while demand alone for orders carrying an 
SER PONS W580 SING Fo ois. g cases oe weer | Sept. 13 11.00 11.00 9.90 “A” priority is estimated at 140,000 tons, leaving 
| Refined Prod., Domestic*......... | July 82,870 88,560 90,995 a deficit of 8,500 tons. There is plenty of un- 
| Refined Del., Domestic*.......... | July 143,089 115,097 71,226 mined copper by serious difficulties stand in the 
Refined Stocks, Domestic*........ | July 31 70,375 98,164 215,823 way of making it available. 
Copper Sales, Domestic*.......... | July 99,912 82,033 58,467 lal et 
—— 2 SSS SS Lead. Deliveries of lead to manufacturers 
| TIN | this month are expected to set a new record. 
| Price cents per Ib., N. ¥.......... | Sept. 13 52 52 50.10 Purchases by Metals Reserve Co., have recently 
| Tin Plate, price $ per box........ 7 Sept. 13 5.00 5.00 5.00 been made in both Peru and Australia. Demand, 
| World Visible Supplyt as of...... | June 30 38,600 40,777 31,869 however, continues to exceed supplies. 
eee eee July 12,575 14,880 7,325 ae 
| U. S. Visible Supplyf as si are July 5,864 2,846 6,567 Tin. Prices of Straits tin advanced last week to 
— — exactly the equivalent of the domestic ceiling 
r LEAD price. This is difficult to understand as it makes 
| Price cents per Ib., N. ¥.......... Sept. 13 5.85 5.85 4.90 it impossible for buyers to resell in the American 
ae ee NN as ice sins ina aie July 48,989 48,224 44,596 market. 
UES SSMIPMENtSie oreo sees eats eee July 54,067 57,969 52,560 se, GS 
| Stocks (tons) U. S., as of..........| July 31 19,172 24,265 417,360 Zine. Including production from foreign ores 
———___—_—_—— — stocks of slab zinc increased 4,121 tons in August 
| ZINC Shipments were slightly under the July level and 
| Price cents per Ib., St. Louis....... Sept. 13 7.25 7.25 6.85 unfilled orders on hand at the end of August 
fF US IRPOGUeHON®. «08 tests sh)  AlOd 75,524 714,641 57,196 totaled 68,604 tons compared with 81,456 tons 
| U.S SRIDINONIS <8. cohen eres Aug. 61,061 62,714 59,511 at the end of July. 
| Stocks Wit: aS OF so. oe cence | Aug. 30 17,969 13,848 52,214 ie a 
————— —_—— — aaa —— Rayon. Weavers of rayon materials are find- 
| SILK | ing it exceedingly difficult to fill their needs 
| Price $ per Ib. Japan xx crack..... | Sept. 13 3.57 357 2:55 against the greatly increased competition for sup- 
| “Mill Dels. .U.'S. (bales): ........55- | Aug. 2,069 28,528 30,189 plies resulting from the rush of buyers from the 
| Visible Stocks N. Y. (bales) as of | Aug. 30 53,988 47,208 46,898 hosiery industry. Some converters are faced with 
—- —— = —. ——) a drastic curtailment of operations in the near 
RAYON (Yarn) | future. 
Ricercents perlOr . 02a. a8 | Sept. 13 53 53 53 ” ey 3 
iP <Gonsumption’ (8) <.0o.<.6 sete Aug. 37.3 39.4 34.0 Wool. A number of leading woolen mills 
LOCKSIAS Ol (A) occ cece 'ss etre erase oe | Aug. 30 4.1 3.6 9.3 have announced that they have sufficient orders on 
— | — =~ —| their books to insure capacity operations until 
‘WOOL | April, 1942. Both civilian and military demand 
| Price cents per Ib. raw, fine Boston. | Sept. 13 1.06 1.06 87 continues to mount. 
| Consumption, period ending (a)... | July 31 46,765 41,904 28,430 ale seem 
———_ - - — - Hides. With Argentina supplying about 
| | HIDES | 20% of domestic hide needs, this source of supply 
| Price cents per Ib. No. 1 Packer...| Sept. 13 15 15 12 might be threatened if war spreads to Africa. The 
Visible Stocks (000's) as of....... May 31 12,896 13,016 12,406 Government may acquire a stockpile. Military 
No. of Mos. Supply as of.. a May 31 5.68 5.87 7.23 needs are placed at 1,750,000 pairs of shoes 
Boot and ‘Shoe Production, Prs. + | July 44,353 39,780 34,012 monthly. 
<a =| 
“RUBBER Rubber. Easing of the political tension in 
Price cents perlb............ -+.| Sept. 13 2258 2258 19.19 U. S. Japanese relations being viewed with con- 
EO ee | June 65,093 101,404 53,889 siderable relief in the rubber industry. Mean- 
Consumption, U. S.f...... acs | July 68,653 84,912 47,011 while plans are going ahead to increase produc- 
Stocks Ss asoh enc sciences < June 30 339,108 359,234 154,313 tion of the synthetic product. U. S. Rubber 
Tire Production (000's)........ July 5,603 6,363 4,788 opened its new synthetic plant last week. 
Tire Shipments (000's)......... | Jay 6,456 7,664 4,318 ‘+ + 8 
Tire Inventory (000's) as of... .| July 31 6,235 7,079 9,350 Cocoa. Developments featured large scale 
buying by manufacturers and stocks in warehouses 
COCOA declined 23,000 bags. Arrrivals continue heavy 
Price cents perlb....... | Sept. 13 15 7.45 4.52 with the bulk coming from Brazil and other South 
Arrivals (bags 000's)......... ...| Aug. 210 511 508 American countries. 
Warehouse Stocks (bags 000's)....| Sept. 5 1,466 1,490 1,292 > a = 
| Coffee. Retail prices have been advanced 
COFFEE but are still behind the prices of green coffee 
| Price cents per lb. (c)....... | Sept. 13 133% 133% 6% Further increases are inevitable as manufacturers 
Imports, season to (bags 000 5)... | Sept. 1 1,343 2,159 exhaust low-cost inventories 
U.S. Visible Supply (bags 000’ s) | Sept. 1 2,203 2,187 1,473 . . : 
— Sugar. Refined prices were reduced last week 
SUGAR for the first time since last May. This reduction 
Price cents per Ib. is expected to result in increased bookings. The 
OTS He ere | Sept. 13 3.70 3.70 2.70 Maritime Commission has assured refiners that 
Refined (Immediate Shipment). .| Sept. 13 5.35 5,35 4.35 ample cargo space will be made for shipment of 
U. S. Deliveries (000's)*. . July 735 Paar 756 700,000 tons of Cuban raws. A reduction of 
U. S. Stocks dveed s)* as of (n).. June 30 2,106 1,033 the import tariff on the Cuban product is expected. 
mene tons. *—Short tons. (a) Million pounds. (ac)—Actual. (c)—Santos No. 4 N. Y. (p)— Preliminary. (n) Raw and 
refined. *—Thousands. NA—Not available. 
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Latest Previous Year 
Date Week Week Ago COMMENT 
r INTEREST RATES Siena of Treasury Henry ieicemeadien at- 
| Time Money (60-90 days)... 4 Sept. 13 114% 114% 114% tacked the threat of inflation on two fronts last 
Prime Commercial Paper........ Sept.13 1h- “2 -%4% h-~4%o week. In addition to urging greatly increased 
erie hy... | Sept. 13 1% 1% = production and the sale of the pe ea ra 
e-discount Rate, N. Y.........) Sept. 13 1% 1% 1 plus stocks of farm commodities to forestall higher 
CREDIT (millions of $) =A oe ee ‘ prices, he disclosed that Treasury and resp Re- 
Bank Clearings (outside N. Y.).. Aug.30 = 3,554 3,251 2,621 ite aeee. enh ‘anti-inflation aa 
eri tat go 1 aac | uly id ie 24 3043 a gram. It is understood that the whole fiscal and 
Cunaletive wans's tie J + 31 15.395 ’ 19977 monetary situation has been carefully examined. 
F.R.MemberBenks mid : a : Previously the Federal = eae — 
Loans and Investments.......... Sept 3 99,938 99,107 94,188 | PO) ony Ue Gime eet S the creation 
| Arla wedevoniat ~— : — wer << of new powers over excess reserves and the aboli- 
Invest. in U.S. Gov'ts.......... Sept. 3 11,951 11,999 on | Sey eee 
Invest. in Gov't Gtd. Securities.... Sept. 3 3,316 3,316 2.596 Seer esromtg og real prion ass a 
Other Securities............... Sept. 3 3,768 3.809 3 665 as also been talk in Washington | 
Demand Deposits | Sept. 3 24.349 94.453 20.901 effect that the Government may ration new capita 
Time Deposits eh OPS: a. 3 5 496 5 434 5358 for expansion purposes in private industry. This 
New York City ener We Banks | es . u , is necessarily because such capital is lacking, but 
Total Loans and Invest Sept.10 12.959 12.270 9.678 rather the idea appears to have been inspired by 
Comm'l, Ind. & Agr one i 10 9498 9393 1749 the Government's desire to make certain that 
Brokers Sion ee “he 10 "445 "462 985 plenty of new capital will be made available to 
invest. U. S. Gav. ‘ce : : | | a . Bh Pp 4044 those companies engaged in defense work, 
Invest. in Gov't Gtd. Securities.... Sept. 10 1.859 1.854 1.374 | . : ' 
Other Securities............... Sept. 10 1,541 1,544 1,434 | ns iotost a — = 
Demand Deposits. ....... Sept.10 -10,977 10,978 i 
Time Deposits................. Sept. 10 165 162 730 spite the fact excess reserves of member banks 
Federal Reserve Banks have declined appreciably since the pe seh 
Member Bank Reserve Balanc S 884 13.596 000 peak of last October, the potential inflation- 
ws — 1%, ! ts of this phase of the banking picture 
Money in Circulation.......... | Sept.10 10,036 10,034 8,080 picdlenn-ar sande P 
| Gold Stock... hy idee | Sept. 10 29,733 22,722 20,981 | ‘cannotbe disregarded. = 
| esd Currency. Vek See Sept. 10 aes 3na0 te Corporate financing in August totaled $215,- 
| Se i oR II Sept.10 2,397 2,400 2,287 : ith $169,105,000 in 
Excess Reserves Se t. 10 5.110 4860 6, 540 339,000, which compared wit 1 1 ’ 
a tnmpeenaies ms : July and $267,822,596 in August, 1940. Re- 
Latest Previous Year | funding issues accounted for 73% of the total 
| NEW FINANCING (millions of $) Month Month Ago | this year, which is in line with the experience in 
CE ene eae July 130 204 = | previous months. For the year to date new financ- 
New Capital eae ews wis July 44 91 | ing for refunding purposes have contributed 
RI cr <u iii eek: July 86 113 06 73.6% of the total. 
| “THE ‘MAGAZINE OF WALL | STREET ‘COMMON ST ‘OCK INDEX ain 
| 1941 Indexes | 1941 ndenes 
| No. of —- | = 
Issues (1925 Close—100) ie 23 pay 30 Sept. 6 Sept. 13 (Nov. 14, 1936, ae ae 23 Aug. 30 Sept. 6 Sept. 13 
| 290 COMBINED AVERAGE. . 549 569 556 56.1 100 HIGH PRICED STOCKS. . 57.28 58.47 58.47 58.73 
100 LOW PRICED STOCKS.. 46.61 46.86 47.04 46.37 
4 Agricultural Implements.... 94.1 96.5 95.0 99.8 3 ryan (1932 Cl_—100).. 157. 3 169.9H 169.8 169.3 
| 9 Aircraft (1927 Cl—100)... 176.3 190.0 196.6 199.4h GiVABENINGIY «6.6 oo bo cle oe 0sie 99.7 100.6 100.4 100.1 
4 Air Lines (1934 Cl—100). 249.2 256.4 271.1 292.0 Dna Ordel. s,s. 45h ines 68.1 69.2 69.9 70.2 
6 Amusements sch span ee 30.0 31.4 31.7H 31.2 A DAGAUPACKING: 23.005 6.00 000 48.8 49.7 48.1 49.5 
14 Automobile Accessories 85.2 88.2 88.9 88.6 || 11 Metals, non-Ferrous.... 124.8 127.9 127.2 128.3 
13 Automobiles............. 92 9.3 9.3 GA || 3Paper........-ceeeeeeses 136 140 13.5 14.0 
3 Baking (1926 Cl.—100)... 7.6 7.6 7.6 a7 | RA OOIBHIN sa vin ns vate a evs 82.7 82.4 81.9 82.7 
3 Business Machines......... 101.4 102.0 102.0 99.8 18 Public Utilities............ 95.0 25.1 24.7 25.2 
2 Bus Lines (1926 Cl.—100).. 53.9 56.0 55.3 53.2 3 Radio (1927 Cl.—100)..... St 8.1 71.9 8.4 
BPRBIRIS 3 oo coc a.av ooo 162.9 165.8h 165.6 163.6 | | 9 Railroad Equipment........ 43.0 43.7 43.4 43.1 
18 Construction 26.2 246 24:5 “244 (|| WIRBWOAOS hic iccs. eee 1420 404 10.6 10.6 
5 Containers 187.4 190.2 190.8 189.3 2 ee eek eee 2.6 2.8 2.7 2.6 
10 Copper & Brass 62.2 823 61.3 719.9 | @hipbuilding:....-...5.... 123.0 124.1 127.7 129.0 
2 Dairy Products. . 27.8 28.6 29.2h 28.9 PLEA BONON:. « hoe scc acess 74. wo 23 We 
6 Department Stores oo 22:6 2341 “237° | DBM es sk tid ehh ee 33.8 34.0 37.7H 35.8 
6 Drugs & Toilet Articles 40.5 42.1 43.th 436 || @Sulpher.................. 187.9 192.3 190.1 194.3E 
2 Finance Companies. . 141.7 150.5 151.2 147.1 || 3 Telephone & Telegraph..... 39.2 39.6 43.5 45.9h 
7 Food Brands. . 88.8 90.6 91.0 92.4h PANEER 5/559 5:p5% asia eh cs 45.5 463 469 45.4 
2 Food Stores... : = 43.5 43.7 43.7 439 | 3 Tires & Rubber............ 12:5 12:57 92:7 13.6h 
| 4 Furniture & Floor Covering . 363 363 366 369 Pe Pe tee 67.2 68.7 68.6 67.7 
2 Gold Mining. . 641.4 647.7 639.2 661.4 | 3 Variety Stores............ 208.5 207.8 208.5 209.9 
6 Investment Trusts 169 192 492 4177 | | 19 Unclassified (1940 Cl—100) 102.9 104.7 103.2 104.0 





_E—New HIGH since 1934. _H—New HIGH since 1939. 
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h—New HIGH this yea 
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Answers to Inquiries 





(Continued from page 638) 


company is worthy of retention at 
this time as a good speculation in 
view of current events. Dividend 
distributions are expected to com- 
pare favorably with 1940, giving a 
reasonable vield on funds invested. 





U. S. Pipe & Foundry 


I hold 125 shares of U. S. Pipe purchased 
at 37%. Are your analysts inclined to be- 
lieve that the company has seen the peak of 
its war-time earnings in its first half year re- 
turn per share of $2.61? Would it follow, too, 
that marketwise the shares are headed down- 
ward, after having discounted peak earnings 
at 31%? What do your analysts know of the 
von shortage—and how serious are its im- 
plications to U. S. Pipe’s production? Do you 
think that the arrangement for lease-purchase 
of the Colonial Iron Co. at Riddlesburg should 
relieve the situation? How far ahead does the 
company see the continuation of current 
volume? Establishing volume at what you 
believe a reasonable level for the balance of 
1941, in consideration of higher normal taxes 
and excess profits taxes, the labor situation 
and operating costs, what is your conclusion 
for the last half outlook for this stock? Would 
you counsel retention or sale?—V. S., Flush- 


ing, L. I. 


In the first six months ending June 
30, 1941, U. P. Pipe & Foundry Co. 
sarned $2.61 per common share as 
compared with $1.13 per share for 
the corresponding period of 1940. 
These earnings took into considera- 
tion tax estimates at prevailing rates 
but no provisions were made for pos- 
sible increases in tax rates which 
might be applicable to 1941 earnings. 
Since the year 1936 when $3.45 per 
share was earned, earnings have 
fluctuated from a low of $2.38 per 
share in the year 1988 to a high of 
$3.69 per share for the year 1939. 
Prior to 1936 earnings fluctuated 
rather widely. Much of the expan- 
sion of earnings which created a 
sharp upturn in the first six months 
of 1941 was caused by sales of ma- 
terial, mainly pipe, for numerous 
cantonments and armament plants 
under construction. It is believed 
that in the not too distant future 
that this type of business will at least 
begin to taper off. Coupled with 
this adverse possibility, priorities 
may restrict sales of company’s prod- 
ucts for non-defense which 
could cause a contraction in earnings. 

The blast furnace properties of the 


uses, 
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fa hs 
There are a lot of workers in 
the Bell System—about 350.000 
of them. That’s a big family 
and it likes to be a friendly kind 
of family. 

Whether it be the installer in 
the house, the people in our 
offices, the operators or the line- 
man on the roadside helping to 


Bell Telephone System gQ% 
| “The Telephone Hour” is broadcast every Monday. (N.B.C. oy 


Eastern 


| Red Network, 8 P. M., 
{ 


Colonial Iron Co. at Riddlesburg, 
Pa., has been acquired from the 
Reconstruction Finance Corp. The 
capacity of this plant is approxi- 
mately 200 tons daily and opera- 
tions should be possible in early 
September. This new acquisition 
will aid the Burlington, New Jersey, 
plant of the company as it has been 
necessary to curtail output due to 
scarcity of pig iron used in the 
manufacturing of pipe. Defense 










‘pany’s business. 







Never too busy 
to he 
Good Neighbors 
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rescue a stray kitten for a worried 
youngster, telephone workers are 
close to the public and the tra- 
dition of the job is helpfulness. 

Even in these days when the 
needs of defense place sudden 
and increasing demands on tele- 
phone workers. they are never 
too busy to be good neighbors. 


Daylight Saving Time.) aS 


business has been of major propor- 
tions in this section. The arrange- 
ments by which U. S. Pipe & Foun- 
dry has been able to secure this 
Colonial Iron Co. property on a 
lease-purchase arrangement should 
aid over the near term the com- 
It is quite likely 
that volume business will continue 
to be experienced during the balance 
of 1941. Earnings for the balance of 
the year should approximate first 
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half results, barring excessive in- 
creases in taxation and higher oper- 
ating costs. 

Dividend distributions have been 
liberal in past years and with earn- 
ings at current rate there is a leeway 
for additional distributions in 1941 
over those distributed last year. 
Production of shells for the Govern- 
ment may aid earnings but dollar 
volume in this field has not become 
particularly pronounced as_ yet. 
Therefore it is quite possible to as- 
sume that cantonment construction, 
industrial expansion and _ restricted 
home building may ultimately have 
a restricting influence upon earnings 
expansion. For the time being how- 
ever we recommend full retention of 
the stock for liberal dividend dis- 
tributions and modest appreciation 
possibilities. 





South Porto Rico Sugar 


Is it probable that South Porto Rico 
Sugar’s earnings for the fiscal year ending 
September 30, 1941, will equal $2.16 earned 
in 1940? Has not the rise in the price of 
sugar been sufficient to offset increased costs? 
Shouldn’t the scarcity of ships and inflation 
fears continue to favor South Porto Rico 
Sugar? What will happen to sugar prices 
when the new beet crop is placed on the mar- 
ket? What do you know of the Government’s 
plans regarding the price of sugar? Wiul it be 
mereased quotas? Suspension of quotas? 
Purchase of sugar for Government account 
and resale at fixed prices? Price ceilings? 
Would you please analyze the sugar situation 
as it applies to South Porto Rico and defi- 
nitely advise me whether my shares should 
be held? I have 100 shares bought at 20.— 
{ R., St. Paul, Minn. 


In view of current trend of events 
stocks like South Porto Rico Sugar 
Co. enjoy a relatively favorable out- 
look. Earnings are influenced not 
only from and as a result of prices 
of domestic sugar but prices of sugar 
in the world market. This company 
through its Porto Rican division is 
in a position to benefit from the in- 
domestic price for sugar 
upon which, however, there has been 
placed a ceiling which incidentally is 
still slightly above the prevailing 
prices for the future deliveries. Con- 


creased 


siderable acreage is held by the com- 
pany in the Dominican Republic. 
Earnings from this division are in- 
fluenced by the prices of sugar in the 
world market. The future deliveries 
have been showing a steady advance 
in recent weeks which augurs well for 
profit margins. 

When the new beet crop begins to 
come to market it is quite likely that 
there may be a readjustment of sugar 
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values. The quota system was orig- 
inally inaugurated to protect do- 
mestic beet producers and to create 
stable prices for sugar. The primary 
factor affecting beet and cane sugar 
is the transportation problem both 
by water and by land. Such facilities 
are being strained as a result of re- 
stricted shipping and rail accommo- 
dations and it is not believed that 
this condition will become less im- 
portant over the near term as our 
policy of all-out aid to the democra- 
cies continues to increase. In the 
past, quotas have been suspended to 
curb wide price fluctuations but at 
the present time there does not ap- 
pear to be much of anything that 
can be done to curb prices. Conse- 
quently earnings of South Porto 
Rico Sugar Co. should begin to feel 
the beneficial effects of current day 
developments. It is not expected 
however that 1940 earnings of $2.16 
per share will be bettered in the fiscal 
year which ends September 30, 1941, 
and it is quite possible that final re- 
sults will show a small decline from 
this figure. Dividend distributions 
are expected to be continued at cur- 
rent reduced rates over the near 
term. The Porto Rican legislation if 
carried through as planned would be 
an adverse effect on large companies 
having land within their boundaries. 
In view of trend of events we think 
that such a condition should at this 
time be considered as temporary and 
full retention of your stock is deemed 
advisable as a speculation. 





American Cyanamid "B" 


I have made a fair sized paper profit on my 
100 share investment in American Cyanamid 
“B,” about $1,000. Currently priced near its 
1929-41 high, I am eager to know whether 
this may not be the time to sell. Do your 
analysts recommend such a step, believing, at 
current prices, this stock discounts the best 
that can be expected of earnings for some 
time to come? Is it probable that taxes will 
dilute any further improvement in earnings? 
Or do you think such a move would be wrong 
now... im the belief that final digestion of 
the company’s big expansion program will not 
permit steady and substantial improvement 
in earnings from now on? What about costs 

‘progress of the company’s diversification— 
effects of our national defense program- 
favorable balanced against the unfavorable? 
Will you please advise me?—T. R., Provi- 
de wce, R iB 


In the six months period which 
ended June 30, 1941, American 
Cyanamid Co. earned 93 cents per 
class “A” and “B” shares as com- 
pared with 85 cents per share for the 
comparable period of 1940. This im- 


provement in earnings was after sub- 
stantial increases in depreciation and 
depletion, research and developing 
expenses and an increase of over 
100% in income taxes. While taxes 
and possibly operating costs may 
continue to increase, it is our belief 
that this company is a shining ex- 
ample of the growth type of com- 
pany. The expansion program has 
all been to increase production facili- 
ties to take care of the expanding 
business and enlarged field of the 
company’s operations. It does not 
appear that peak earnings have been 
vitnessed, nor do we expect any 
dynamic expansion in per share earn- 
ings; rather a steady uptrend in 
growth barring of course temporary 
sctbacks from time to time. Recent 
approval by the stockholders of the 
plan to simplify the capital structure 
as submitted by the company augurs 
well for the continuation of the 
policy of extra dividends being given 
in preferred stock. The transferring 
of the three series of 5% cumulative 
convertible preferred stock into one 
new 5% cumulative preferred stock 
on a share for share basis makes it 
possible for the company in the 
future to declare dividends if condi- 
tions warrant in this preferred stock 
without having to continue to create 
different series. The new preferred 
will not be convertible but will facili- 
tate the policy of declaring extra 
dividends in preferred stock to com- 
mon stockholders. The new issue 
will give the same yield in dividends 
and have the same par value. 

All in all we view the future of this 
company in a very favorable light. 
Expansion of plant and _ facilities 
have been necessitated by large in- 
creases in business and it does not 
appear that the company is expand- 
ing such facilities beyond reasonable 
proportions. Profit margins with 
higher efficiency should expand 
auguring well for increases in earn- 
ings applicable to the common stock. 
Orders either directly or indirectly 
attributable to the rearmament pro- 
gram are being received and addi- 
tional business from this source is 
anticipated in the future. We are 
estimating a moderate increase for 
full year 1941 results over those re 
ported for the year 1940. Dividend 
distributions will in all probability 
continue at current rates plus the 
strong possibility of a year end divi- 
dend in preferred stock. Sales should 
record an increase for the full year 
of about 15% although income from 
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Canadian business may decline 
slightly due to higher taxes in that 
country. 

While you have at this time a sub- 
stantial profit on your investment 
we feel that full retention is advis- 
able for its good return on funds in- 
yested and moderate appreciation 
possibilities in an industry with 
strong growth possibilities. 





Corn Products 


I have held Corn Products, thanks to your 
advice, and have seen the stock move from 
421%, to above the 50’s—50% today, to be 
exact. On the other hand I am not too well 
impressed or reassured by the slim gain in 
earnings for the first half of 1941 over last 
year—especially in view of rising farm prices, 
taxes, labor costs and other operating ex- 
penses. On what do your analysts base their 
reasons for believing that this company’s 
profits will continue to rise? Is it greatly in- 
creased volume? From which of the com- 
pany’s markets? And how profitable? New 
markets to take the place of lost foreign out- 
lets? Is the Government likely to hold corn 
prices down? You will do an old subscriber 
a great service by surveying this company’s 
outlook now, and by recommending what 
action to take-—R. McG., Manchester, Conn. 


Marketwise the value of Corn 
Products Refining Co. common stock 
creates a favorable picture. Cur- 
rently the stock is selling close to its 
high for the year. Earningswise the 
company is showing improvement 
but not to as great an extent as those 
companies more directly benefiting 
from our rearmament policy and all- 
out aid to the democracies. In the 
first six months of 1941, $1.59 per 
common share was earned as com- 
pared with $1.40 per share for the 
corresponding period of 1940. Oper- 
ating income showed a sharp expan- 
sion of approximately 68%. Taxes 
and appreciation for the six months 
period increased approximately $1,- 
000,000 or approximately 40%. Ex- 
cess profits taxes not applicable for 
the first six months period of 1940 
were $2,135,000 in the first six 
months of 1941. Income from for- 
eign subsidiaries in the form of divi- 
dends will in all probability decline 
further during the balance of the 
year. An offsetting factor for these 
unfavorable influences is the increas- 
ing activity in our business world 
which higher and 
widely diffused purchasing power, 
automatically aiding domestic sales 
0} company’s products. Due to our 
all-out aid to the democracies it is a 
possibility that exports will also be 
Other favorable factors 


creates more 


enlarged. 
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creating more profitable selling prices 
and wider profit margins are the im- 
proved competitive condition and 
higher selling levels for products such 
as cane sugar and imported starches 
which have in the past been in direct 
competition with some of the impor- 
tant items manufactured by Corn 
Products Refining Co. 

In 1940 the company began manu- 
facturing and marketing a_ plastic 
under the name of Mazein, but while 
cutput is small at this time, it is felt 
that in view of the increasing im- 
portance of plastics in our everyday 
life and even as a possible substitute 
in some cases for steel, the product 
obviously has potential possibilities. 
Worthwhile profits, however, should 
not be expected from this source over 
the near term in view of its minor 
importance to the field of operations 
currently carried on. 

In the past the company has fol- 
lowed conservative methods in ac- 
counting for possible contingencies 
and it is quite possible that if any- 
thing, actual charges may have been 
overestimated rather than under- 
estimated. Therefore it is our belief 
that in view of the strong financial 
position maintained by the company 
in recent years, coupled with its 
strong and dominant position in its 
field, that dividends in all probability 
will be continued at current rates 
for the balance of the year. Coupled 
with the possibilities of longer term 
earnings growth, it is believed that 
your commitment in the common 
stock of this company should be re- 
tained for its liberal yield and strong 
trade position. 





American Rolling Mill 


Would you advise me to sell or continue 
holding my American Rolling Mill shares? 
I own 150 at 17. I am gratified with divi- 
dends of $1.05 to date and the stock re 
covered from its low. I wonder if it wouldn't 
be wise to sell now at around 14 (rather than 
157%) 


me is the threatened shortage of scrap and 


wait as | did around What worries 
taxes. Can you set me straight on the scrap 
situation as it relates to Armco production? 
Are tax reserves unduly high—giving a false 
What part of the 
automobile, consumers’ durable goods market 
does American Rolling Mill still have? How 
large are existing backlogs—rate of produc- 
What Lend- 


Lease account? I will appreciate your analysis 


picture of true earnings? 


tion and delivery? orders on 


of this company and your usual definite and 


reliable advice-—Mrs. E. B., Crestwood, N. Y. 


For one wishing an interest in our 
expanding defense program, the vital 
steel to present an 


section seems 
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CONTINENTAL ENGINES 





quietly, smoothly, consistently and 
economically turning their sturdy 
power into work that has to be 
done. 

These famous Red Seal Engines are 
playing a most important part in 
the many jobs America has to do. 
None of these is more important 
than powering farm equipment for 
plowing, cultivating, threshing and 
harvesting. 

In the agricultural ficld, as in the 
fields of industry, transportation, 
aviation, construction and wher- 
ever dependable power is essen- 
tial, Continental Red Seal Power 
is — ALWAYS ON THE JOB. 
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opportunity to share throughout the 
duration of the current emergency. 
The main obstacles to the fulfillment 
of a bright future is the possible 
shortage of raw materials such as 
scrap and pig iron, coupled with the 
increasing tax burdens and demands 
by labor for higher wages. The rec- 
ord-breaking first half output for 
1941 of 40,908,000 net tons of steel 
should be exceeded in the second half 
if the above mentioned possibilities 
do not materialize. Earnings for 
steel companies as a whole should 
show further expansion but may not 
equal the percentage gain as shown 
iu the first half of 1941. American 
Rolling Mill normally receives con- 
siderable of its business from non- 
defense projects but every available 
facility is now being utilized to its 
maximum in furthering our defense 
production. While it is not expected 
that the first six months’ earnings of 
$1.97 per common share will be 
equalled in the second half of 1941, 
it is believed that earnings for the 
full year will approximate $3 per 
share barring unknown contingen- 
cies. From the net income in the 
first half of 1941, $3,582,260 was set 
aside for normal and Federal income 
taxes, $720,060 for excess profits tax 
as well as a reserve of $600,000 for 
possible increases in Federal taxes. 
Dividends in all probability will re- 
main conservative due to the neces- 
sity of plant expansions, higher costs 
of materials and wages as well as 
charges on funds used in expanding 
plant and facilities. 

In an effort to meet the increasing 
difficulty in securing scrap, the com- 
pany has instituted a publicity pro- 
gram for the accumulation of this 
niaterial by the civilian population. 
The campaign has proved successful 
in other divisions such as in the Ash- 
land, Kentucky, and Middletown, 
Ohio, divisions and it is beginning to 
bear fruit in the Butler, Pennsyl- 
vania division. Civilians are realiz- 
ing the importance and are cooperat- 
ing to the best of their ability to 
ward off the possible curtailment of 
operations. Existing backlogs and 
rate of production and delivery are 
at unprecedented levels and should 
continue at a high pace as long as 
supplies are available. 

In view of the full priorities for 
steel products instituted on August 
9, 1941, steel makers are required to 
fulfill all defense requirements before 
orders for non-defense business can 
be accepted. Such priorities should 


not have an adverse effect upon the 
producer but only on the consumer. 

Therefore it is our belief that full 
retention of your commitment is con- 
sidered the wisest policy at this time 
as a good speculation in view of cur- 
rent day economic trends and events. 





Air Reduction 


Evaluating all factors affecting the outlook 
for Air Reduction, is it your opinion that this 
stock should equal its 1940 high of 58% be- 
fore this year is over? I bought my 50 shares 
near the top in 1940, and have therefore be- 
come impatient with this stock’s relatively 
slow response to rising earnings and prospects. 
What is your analysts’ total earnings estimate 
for this company for 1941? To what extent 
should second half earnings exceed the first 
half year’s net? Should the company feel the 
fullest effects of its expansion and diversifica- 
tion program over the balance of 1941? How 
is this program being financed and with what 
probable effects on dividends? What part of 
the 79 cents per share earnings for the second 
quarter is attributable to dividends from the 
company’s investments in Vanadium Corp. 
and U. S. Industrial Alcohol? Would you 
kindly analyze Air Reduction from all of its 
aspects—income from present business, back- 
logs, taxes, labor costs, material costs— 
prospective volume in relation to profits .. . 
and benefit me with your advice?—E. M. F., 
Oakland, Calif. 





Selling close to the high of the 
year, the stock of Air Reduction Co. 
is in a position to benefit from the 
improving fundamental outlook. In 
the first six months of 1941, $1.50 
per share was earned as compared 
with $1.15 per share for the com- 
parable period of 1940. Net sales 
for this period showed a substantial 
increase in face of more than 100% 
advance in Federal income taxes as 
well as $1,145,057 for excess profits 
tax which was not applicable to the 
corresponding period of 1940. It is 
expected that for the full year earn- 
ings will run in the neighborhood of 
$2.75 per share. This would com- 
pare with actual earnings of $2.38 
per share for the full year 1940. 
Dividend distributions could easily 
exceed the $1.75 per share paid in 
the year 1940 in view of the increased 
earnings capacity. Its ownership of 
stock in affiliates such as the invest- 
ment of approximately 100,000 
shares of U.S. Industrial Alcohol Co. 
and about 29,000 shares of the com- 
mon stock of Vanadium Corp. of 
America, along with convertible de- 
bentures of the latter company, 
increases income for Air Reduction 
Co. U.S. Industrial Alcohol has 
already disbursed 75 cents per share 
in 1941 as against no distributions in 


recent years, and Vanadium Cor, 
has already paid 50 cents per share 
as compared with $1.50 for the ful] 
year 1940. Consequently income 
from these investments is important 
to Air Reduction Co. which does not 
have any funded debt or preferred 
stock outstanding and only 2,711,137 
shares of common stock outstanding 
at the elose of 1940. 

In recent years the company has 
embarked upon a program of expan- 
sion, financed mainly by earnings 
made possible by a strong financial 
position. Increased activity in steel 
construction lines obviously aids the 
cutput of certain divisions of the 
company, especially those requiring 
welding facilities and the newer de- 
velopments such as the essential 
materials used in the production of 
synthetic rubber of the type spon- 
sored by the du Pont Co. The vir. 
tual capacity operations in heavy 
industries such as steel, intensified 
by our defense program, augurs well 
for substantial gains in output of 
industrial gases and allied products. 
The medical gases as well as carbonic 
gas and dry-ice output should also 
receive added impetus from increased 
business activity. Operating costs in 
all probability will be higher as well 
as taxes, but it is believed that in- 
creasing volume of sales and a widen- 
ing of profit margins in some of the 
newer products which are reaching 
the volume output stage should more 
than offset. Therefore it is our opin- 
ion that the stock of this company 
is worthy of full retention as a semi- 
investment issue in a good position 
to receive increased dividends and 
moderate price appreciation. 





Fourth Quarter Outlook 





(Continued from page 617) 


essential metals the manufacturers 
can have but otherwise permitting 
them to work out their own produc- 
tion schedules, with the objective of 
finding substitute materials or other 
means of maintaining as much civil- 
ian volume as possible. 

In industries which have a pros- 
pect of adequate supplies of materi- 
als—including cotton goods, rayon, 
woolens and shoes—operations will 
continue at record levels at least into 
next year. Moreover, in these fields 
and as regards various other types 
of consumption goods and semi-dur- 
able goods, there is a very consider- 
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able margin by which the aggregate 
of future production could be ex- 
panded through reduction in the 
number of styles or designs offered. 
This method was widely resorted to 
in the World War period and in some 
instances effected production gains 
of 20 to 30 per cent. But any consid- 
erable start toward this technique 
can hardly begin before some time 
in 1942 and does not bear upon the 
industrial pieture for autumn or 
early winter. 

And now we come to the biggest 
fly in the ointment—inflation. The 
question is not whether we are going 
to have it—we are having it right 
now and more with each passing 
week—but simply how far it will be 
permitted to go. Judging by the 
apathy which Congress has shown 
toward the price-control bill—which 
itself is but a partial remedy—it ap- 
pears improbable that anything real- 
ly effective will be done in the near 
future. In that case, within the 
fourth quarter we shall see the chick- 
ens trooping home to roost. Invest- 
ors living on fixed incomes will 
increasingly feel the pinch as their 
dollars buy less and less. The many 
millions of persons whose salaries 
have not been increased one iota by 
the defense activity will be increas- 
ingly squeezed. Millions of factory 
workers who won wage increases this 
year will find their gain increasingly 
illusory as the rising cost of living 
bears down on their real purchasing 
power—and their union leaders will 
no doubt use this as the justification, 
or excuse, for still higher wage de- 
mands, thus pouring more fuel on 
the brightly burning inflation fires. 

The food bill of the American 
people this year will be some $2,000,- 
000,000 more than last year. At a 
generous estimate, perhaps 10 per 
cent of this is due to an actual in- 
crease in physical volume of con- 
sumption, The rest—$1,800,000,000 
—is inflation: a disguised tax equal 
to more than 9 per cent of the 1940 
food bill. 

Prices of most important indus- 
trial materials have been generally 
moving sideways in recent weeks, as 
they are already under formal or in- 
formal price ceilings. This is slight 
solace to the average consumer be- 
cause he is not buying such materi- 
als. The Government is the biggest 
buyer of them. It is chiefly retail 
prices of food, clothing and house- 
furnishings where the consumer is 
hit—and the price-control bill, even 
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if enacted into law within the next 
couple of months, will not prevent 
substantial additional increases in 
living costs between now and winter. 

Good business is one thing. A war- 
boom inflation is something else and 
nothing to cheer about. We are now 
heading toward the pay-off phase— 
the honeymoon being over, as Mr. 
Henderson has duly warned us—in 
which the increase in production will 
be mainly in things we can’t eat, 
wear nor ride in, and which there- 
fore cannot raise our living standard; 
in which our taxes will go up; in 
which everything we buy with our 
money will cost more. We are going 
to get not much more than a fair- 
sized sample of this in the fourth 
quarter, with more to come next vear. 





New Angles in Corporate 
Earnings 





(Continued from page 613) 


relative squeeze, therefore, is likely 
to be much smaller. 

Retail trade in its various classi- 
fications, including department 
stores, restaurants, drugs, groceries, 
variety stores, mail order, apparel, 


textile, shoes, etc., is another major 
industry likely to be severely affected 
in spite of the fact that the national 
income now is_ record-breaking— 
above the levels even of 1929. Many 
units in this field will be sharply 
affected by increased taxes, which 
are likely, along with relative rigidity 
of retail prices, higher labor costs, 
effect of priorities in some lines and 
related factors, to bring earnings for 
1941 in some instances under those 
of last year. 

Many other industries may be 
included in the category of excep- 
tional vulnerability to greater taxes, 
including producers of soap and vege- 
table oil, cosmetics, gold mining, 
finance, household products, con- 
tainers, automobiles, and residential 
building. The last five industries, 
as a matter of fact, are outstanding 
defense program “casualties” in any 
event, since defense program needs 
have resulted in priorities, which 
force the production of these indus- 
tries into the background. The gold 
mining and silver mining industries 
are in a comparatively unfavorable 
spot; impact of higher taxes will be 
severe because of the likelihood of a 
constant selling price, as against 
higher costs of labor and materials. 
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Some industries will suffer espe- 
cially from taxes on two sides, repre- 
senting not only the larger normal 
Federal corporate and excess profits 
taxes, but also excise taxes and other 
“nuisance-type” levies. Outstanding 
examples in this classification are the 
alcoholic beverage and the tobacco 
industry, including cigarettes, cigars 
and processed tobaccos. The luxury 
and semi-luxury type foods, such as 
soft drinks, chewing gum, candy and 
other confections—as well as the 
amusement industry—will be af- 
fected, too, but with most of these 
lines but little concerned with 
priorities, their net earnings results 
still will be favorable. 

As to specific companies, the fol- 
lowing are among those which prob- 
ably will earn less this year than in 
1940 because of the large tax in- 
creases: American Can, American 
Tobacco, Bayuk Cigars, Beech-Nut 
Packing, Borden, Bristol-Myers, 
Brooklyn Union Gas, Coca Cola, 
Commercial Investment Trust, Con- 
solidated Edison, Detroit Edison, 
Eastman Kodak, General Baking. 
General Foods, Great A. & P. Tea 
Co., Homestaking Mining, Kroger 
Grocery, Lambert Co., Liggett & 
Myers, Lorillard, | Montgomery 
Ward, National Biscuit, National 
Distillers, Omnibus, Proctor & Gam- 
ble, Reynolds Tobacco, Safeway 
Stores, Southern California Edison, 
Sears Roebuck, Standard Brands, 
Sterling Products, Timken Roller 
Bearing, U. S. Tobacco, Walgreen, 
Walker (Hiram) and Wrigley. 

Naturally, in the favored category 
from the standpoint of withstanding 
the adverse effect of greater taxes 
are those industries directly and in- 
directly benefitting from the arma- 
ment program. For the most part 
these industries will report larger 
earnings if they can maintain unit 
profit margins enough to 
counterbalance higher taxes. One of 
the outstanding benefiiciaries—in a 
less direct way—from the armament 
program is the railroad industry, 
which is likely to have one of the 
greatest years in its history, even 
though labor and other operating 
costs are rising and scheduled to 
advance substantialy further. Cer- 
tain industries protected to some 
extent against increased labor costs 
and paralyzing strikes, such as air- 
craft manufacturing and shipbuild- 
ing, likewise will be carried by larger 
volume to a better earnings year 
than 1940, in spite of heavily ad- 
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vanced taxes. Through protective 
clauses, increases in labor and mate- 
rials costs are added to price of the 
product on shipment. 

The favored classification of com- 
panies likely to increase earnings 
over last year despite all adverse 
factors, including higher taxes, are 
as follows: American Car & Foundry, 
Allegheny Ludlum Steel, American 
Locomotive, Atchison, Topeka & 
Santa Fe, Atlantic Coast Line, Atlas 
Powder, Baldwin Locomotive, Bath 
Thon Works, Bell Aircraft, Boeing, 
Curtiss - Wright, Crucible Steel, 
Douglas Aircraft, General Steel Cast- 
ings, Illinois Central, Jones & Mc- 
Laughlin, Lockheed, Lone Star 
Cement, Mack Trucks, McWilliams 
Dredging, New York Central, N. Y., 
Chicago, & St. Louis, New York 
Shipbuilding, Pennsylvania Railroad, 
Rustless Iron & Steel, Savage Arms, 
Southern Pacific, Southern Railway, 
U. S. Steel, Wheeling Steel, White 
Motor, Yellow Truck and Youngs- 
town Sheet & Tube. 





The Dangers of a "Do Noth- 
ing" Investment Policy 
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year, however it has become increas- 
ingly apparent that with increased 
purchasing power diffused through- 
out the country, rising box-office re- 
ceipts will take up much of the slack 
in foreign returns. As a_ conse- 
quence, the shares of the motion pic- 
ture group are well above their 1941 
lows. 

If the two instances cited here 
seem to give comfort to the investor 
who prefers to sit tight, let us hasten 
to point out that they can be 
matched many times over by in- 
stances where securities have de- 
clined as a result of adverse circum- 
stances which have arisen during 
the past two years; most of these 
issues are still severely depressed in 
value. Some of these include the 
shares of leading cigarette manu- 
fucturers, and manufacturers of 
household drugs, chewing gum and 
similar products which are sold at 
what amounts to a standard price. 
Costs and taxes of these companies 
have risen to such an extent that 
there is scant chance that they will 
be able to expand sales sufficiently 
to maintain profits even at the level 
of years when business generally was 


much less active than it is at the 
present time. 

Although many manufacturers of 
automobile equipment have gained 
a substantial stake in the defense 
program, only a handful at the pres- 
ent time are sufficiently well en- 

renched in this new field to suggest 

that defense business will fully offset 
the scheduled reduction in automo- 
bile production. Even if no consid- 
eration had to be given to the clear- 
ly indicated prospect of a further 
rise in costs and taxes, many compa- 
nies in other fields face restricted 
earnings because of the difficulty in 
obtaining necessary raw materials, 
because their requirements conflict 
with defense needs. These include 
makers of hardware, plumbers’ sup- 
plies, electrical appliances, galvan- 
ized products, office furniture and of- 
fice equipment, oil burners, heating 
apparatus, lighting fixtures, radios, 
rubber products, steam fittings, 
stoves, radios and so on. 

Many changes have been wrought 
by the events of the past two years 
and they may be only a hint of what 
is still to come. At best, their pos- 
sible effects upon security values and 
an individual investment program 
can only be surmised. 

From an investment standpoint, 
however, such a prospect is not 
nearly as discouraging as it sounds. 
All companies will have to pay more 
for their raw materials, they will 
have to pay higher salaries and 
wages, and taxes will recapture an 
increasingly larger proportion — of 
earnings. Such a conclusion is about 
as plain as the nose on one’s face. 
But it is equally certain that many 
companies, for one reason or another, 
will be able to cope with these condi- 
tions relatively more effectively than 
others. Even in normal times there 
are companies which are able to 
stand head and shoulders above their 
field. There is no basis whatsoever 
for believing other than that certain 
companies will still be able to make 
an outstanding showing in the 
months ahead, almost regardless of 
subsequent events. 

It is not necessary at the moment 
to know just which companies will 
stand out from the rank and file. We 
do know, however, those companies 
which have already proved their 
ability to meet the new conditions 
which have been imposed upon them 
and take them in their stride. It is 
the shares of these companies in 
which the investor should seek rep- 
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resentation at the present time. If 
the future is unpredictable, then 
what is the point of holding securi- 
ties on the sole basis of the hope that 
perhaps some day the affairs of a 
particular company may take a turn 
for the better? True, a company 
which may be doing very well today 
may hit some unforeseen snag six 
months from now which will change 
the entire outlook. But that is just 
the point of this discussion: change 
js inevitable, no security is immune 
and the investor should be prepared 
and willing to act in his best in- 
terests. The investment of money is 
strictly a contemporary undertaking. 
The trail of precedent leads no fur- 
ther than to the present and invest- 
ing for the “long term” may be only 
a matter of weeks or months. To- 
day’s investment may be tomorrow’s 
speculation and vice versa, and if the 
investor is to avoid needless risks 
and losses it is essential that every 
commitment in his portfolio be 
tested frequently by this simple 
formula: Has it fulfilled the purpose 
for which it was acquired? If so does 
it appear likely that it will continue 
to meet this purpose? 





Earnings of Southern Rails 
Moving Sharply Higher 





(Continued from page 634) 


the Southern Railway is the largest 
road operating almost solely in the 
Southern area. Gross revenues for 
the first six months of 1941 rose 
approximately 29 per cent above 
those of a year ago and despite the 
fact that operating and maintenance 
costs were generally higher, fixed 
charges were covered 1.97 times as 
compared with 1.45 times in 1940 
and 1.39 times in the previous year. 
Net income after all charges, includ- 
ing preferred stock dividend require- 
ments, amounted to $4.74 a share of 
common stock as compared with 
only $1.73 a share of preferred stock 
in the same months of the previous 
year. During this year, the manage- 
ment has taken the opportunity to 
improve the financial position of the 
road through the retirement of $27,- 
041,700 in R F C loans. 

The second largest system serving 
the Southern district is the Illinois 
Central, which covers mostly the 
Mississippi Valley from the Great 
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Lakes to the Gulf. Bituminous coal 
from Illinois constitutes the greatest 
traffic item from the standpoint of 
carloadings, although a large volume 
of manufactured products produces 
the largest part of the company’s 
revenues. In recent years, the com- 
pletion of a natural gas line from the 
Southwest via the Mississippi Valley 
to Chicago and other industrial 
cities along the route of the Illinois 
Central has moderately reduced the 
volume of coal shipments and in- 
creasing highway cartage as well as 
river shipping has made additional 
inroads. The reduction in the vol- 
ume of automobile production like- 
wise promises some decline in the 
volume of manufactured goods mov- 
ing south over the company’s lines 
but, for the time being at least, the 
extra activities in the South should 
be a compensating factor. 

During depression years and, for 
that matter, until this year, the Ili- 
nois Central has had a difficult time. 
True, the period of earnings deficits 
was left behind in 1937 after an un- 
broken string of losses from 193 
but up to and including 1940, earn- 
ings during the recovery period have 
never exceeded $1 a share of com- 
mon stock and only in 1939 were 
they close to the $1 figure when $0.89 
a share was reported. However, in 
the most recent months, the road 
appears to have recovered much of 
its old time earning ability. Earnings 
for the first six months of this year 
were equal to approximately $3.56 a 
share of common stock as compared 
with a deficit of $1.77 a share in the 
same period of 1940. Since the fourth 
quarter of the year is normally the 
best of any, current estimates place 
the results for this year at close to 
$8 per share of common stock or at 
the best levels since 1929 when $9.14 
a share was earned. 

Only moderately smaller than the 
Illinois Central System but present- 
ing a much more favorable prospect 
is the Louisville & Nashville, the 
third largest system in the Southern 
district. Traffic character is approxi- 
mately the same as the Illinois Cen- 
tral’s although the L. & N. has 
connections with the Atlantic sea- 
board through the Georgia R.R. and 
the Clinchfield which in turn con- 
nect with the Atlantic Coast Line, 


and thus affords considerable fruit 
business north bound and a consider- 
able amount of manufactured goods 
traffic moving into the active South- 
ern Atlantic districts. The road owns 














135 STOCKS 
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72 per cent of the profitable Nash- 
ville, Chattanooga & St. Louis, which 
is the source of a sizable amount of 
non-operating income and is itself 
controlled by the Atlantic Coast Line 
through the latter’s ownership of 51 
per cent of the common stock. 
From half year results it would 
seem that L. & N.’s earnings will 





reach much better than average 
heights this year. In the first six 
months earnings reported were 


equivalent to $6.36 a share of com- 
mon stock as compared with $3.06 a 
year ago and $8.15 a share for the 
entire year. So far this year, the 
company has declared or paid $5.25 
a share in common dividends after 
paying $6 in 1940. Unless something 
should interfere, the year end should 
see additional payments which would 
raise the dividend rate well above 
that of 1940. 

One of the things that might inter- 
fere is the possibility of higher rail- 
road wages. Although the strike has 
been voted by the workers, by law it 
is now deferred until a fact finding 
committee appointed by the Govern- 
ment makes its report thirty days 
after appointment. Subsequent to 
the report there is a period of arbi- 
tration of no time limit. Hence, it 
is not probable that anything will 
actually be done on rail wages this 
year, but the prospect will probably 
dampen investment enthusiasm for 
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railroad shares until such time as the 
actual results are known. The vari- 
ous railroad workers are asking for 
as much as 30 per cent increases but 
in final settlement will probably ac- 
cept considerably less. However, 
even a 10 per cent increase will have 
a devastating effect on practically all 
of the Southern railroads. For in- 
stance, such an increase would be 
equivalent to $3.60 a share of South- 
ern Railway common as compared 
with earnings of $3.35 a share in 
1940. Similarly it would be equal 
to $2.90 a share of Atlantic Coast 
Line common and that road reported 
only $2.20 a share last year. Illinois 
Central, with its $0.13 a share per 
common stock earned in 1940, would 
be approximately $3.60 a share short 
of meeting a 10 per cent pay increase. 
Louisville & Nashville would have to 
pay a sum equal to $3.67 a share of 
common to meet the increase while 
the largest per share earner of the 
entire group, Norfolk & Western, 
would have to pay only about $2.30 
a share more as compared with last 
year’s earnings of $22.06 a share. 





Dubious Outlook for 
Tobacco 
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offset by the better than average 
increase in the sales of Old Golds. 

Philip Morris, on the other hand, 
continued to run against the trend of 
the industry by reporting earnings 
better than those of a year ago. In 
the first half of the company’s fiscal 
year which ends September 30, Philip 
Morris indicated earnings of $4.18 a 
share of common stock, as compared 
with $3.93 a share in the same period 
of the previous fiscal year. 

It is probable that earnings will 
be reasonably close to $8 a share 
aud therefore the dividend will be 
assured of continuation at a rate no 
less than that of a vear ago when $5 
a share was paid. 

Reynolds Tobacco Co. manufac 
tures America’s favorite brand of 
cigarette, Camels, and accordingly is 
participating to the fullest extent in 
the increase in cigarette consurap- 
tion. Other tobacco products made 
by the company are also feeling the 
effect of higher consumer buying 
power and sales increases in all items 
are anticipated. While a good part 


of higher costs will probably be ab- 
sorbed by increased sales, neverthe- 
less it is improbable that earnings 
for this year will exceed those of a 
year ago. 

G. W. Helme is best-known for its 
production of snuff, although it also 
manufactures a fairly complete line 
of tobacco products. The snuff busi- 
ness is probably one of the most 
stable branches of the industry, since 
it has numerous devotees in the 
rural and, particularly the southern, 
agricultural areas. These particular 
areas are being benefitted consid- 
erably by defense work and the de- 
mand for their agricultural products. 
The result is that snuff sales are run- 
ning approximately 10 per cent above 
those of a year ago and are at record 
high levels in some sections of the 
territory. Tobacco costs are not 
high and the differential between 
the actual cost of the company’s 
products and their selling price is 
increasing. However, the well-main- 
tained profit margin and increased 
volume of sales will probably be in- 
sufficient to offset higher taxes with 
the result that Helme’s net income 
after taxes will probably be some- 
what lower than that of a year ago. 

To summarize the situation of the 
tobacco group of securities: Con- 
sumption of all tobacco products will 
probably continue to increase, al- 
though these gains will not be ac- 
companied by equal increases in 
profits. In fact, the reverse is true. 
Hence the industry is faced with a 
period of declining earnings and divi- 
dend payments, which is hardly con- 
ducive to sprightly market action for 
the shares. 





Defense Activities Benefit 
Commercial Solvents 
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and normal over production capacity 
of the alcoho! industry as a whole 
and the influence of high taxes and 
material costs. 

Were it not for heavy activities 
in the chemical industry — which 
group includes the making of ex- 
plosives—the restrictions on automo- 
bile production would be a strongly 
adverse development for the alcoho! 
industry and the companies compris- 
ing this group. Under more normal 
conditions, the automobile industry 


consumes better than 20 per cent of 
all the alcohol manufactured. 


However, in the present instance 
the emphasis has been limited to the 
heavy chemical industry which noy. 
mally uses about 32 per cent of the 
available alcohol and currently js 
taking whatever surpluses it can ae. 
quire. Thus the loss through the de. 
cline in automobile production yl] 
be more than made up by the sharp. 
ly heavier takings of the chemical 
makers. 

Having once made a fortune ona 
specialty, Commercial Solvents has 
been bending every effort to repeat 
its achievement. To this end, the 
company has engaged in intense re. 
search and has developed several 
promising items although none of 
them as yet appear to have the basic 
possibilities of the first one. 

In the three months period ending 
June 30, Commercial Solvents re- 
ported net income of only $347,990 
or $0.13 a common share as compared 
with $532,991 or $0.20 a common 
share for the same three months of 
1940. This followed reported earnings 
of $0.21 a share of the first thre 
months of this year as compared wit) 
$0.19 a share a year ago. However, 
in the first half of the current year, 
tax reserves were increased by $270, 
000 so that if they had not been 
deducted, net per share of common 
stock would have been moderatel; 
higher than in the same period of last 
year. The outlook for the second 
half is moderately better than in the 
first half year and it is quite possible 
that full year results will exceed 
those of a year ago by a slight mar- 
gin in spite of higher taxes and other 
costs. Last year the company re 
ported earnings equivalent to abou! 
$0.90 a share of common stock. 

Last year’s reasonably good busi 
ness resulted in a notable improv 
ment in the company’s financial 
position, At the close of the year, 
total current assets of $14,338,442 
were nearly nine times greater thab 
the then total current liabilities 
During the year, the company paid 
off $1,000,000 in bank loans and at 
the same time managed to increas 
cash items by more than $750,000 t 
a total of better than $1,800,000 

Future earnings expansion is re 
stricted to a considerable extent b) 
the trend of taxes. Not counting 
the increase in normal income ta, 
the impact of these levies can be o! 
severe importance to the company 
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Under the present law the company 
has a base credit of only $0.49 a 
share on average earnings and $0.54 
4 share on the invested credit base 
before becoming vulnerable to excess 
profits taxes. If the new tax laws 
are approved in substantially their 
present state, the tax burden on 
Commercial Solvents will be heavily 
increased. 

Normally, the shares are very ac- 
tive marketwise. In the six years 
prior to 1941, the stock consistently 
did better than the average of the 
V.W.S. index when the market was 
advancing and was only slightly 
nore volatile than the general list 
on the declines. At present, the 
shares are selling at close to their 
highs for the year but the highs for 
1941 are only about equal to the 
average of the high and lows for any 
of the preceding five years or more. 
The earnings leverage, low price, fair 
potential income and _ undoubted 
romance of the industry give the 
stock of Commercial Solvents a defi- 
nite degree of speculative appeal, 
which should become increasingly 
evident in the event of a more active 
stock market. 





Preferred Stocks 
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stock. At 113 the shares yield better 
than 5 per cent. Earnings of Para- 
mount Pictures have recorded sub- 
stantial gains this year, the common 
showing the equivalent of 66 cents a 
share in the quarter ended July 5, 
and for the full year it is estimated 
that earnings may reach $4 a share. 
The latest dividend on the common 
was at the rate of 25 cents a share, 
comparing with two previous pay- 
ments of 20 cents each. 

Krom what has been said here it 
is apparent that preferred stocks in 
their different categories may be 
filted into most any type of program 
which the investor may be following. 
If it is conceded that preferred stocks 
are in the nature of a compromise 
investment, it must also be conceded 
that some Compromise is an essential 
factor in any investment program 
veared to present day conditions. It 
might be added also that those issues 
singled out for special mention in 
this discussion were selected arbi 
trarily and without prejudice to the 
olhers appearing in the accompany 
ing lists. 
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Paper — Output Will Con- 
tinue to Grow, But Company 
Earnings Will Lag 
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the new tax rates. They will be this 
year but unless the usual practice is 
not followed, the contemplated in- 
creases in taxes will not become ef- 
fective until next year. Earnings 
for the most recently completed 
fiscal year were equal to $3.37 a 
share of common stock as compared 
with $2.24 in the earlier period. In- 
cluded in the 1941 statement were 
flood losses experienced in North 
Carolina amounting to $201,684 and 
not included were the estimated ad- 
ditional losses of $175,000 occasioned 
by the loss of production from the 
flooded equipment. It is hardly 
likely that these charges will be re- 
current and with the mills operating 
ata high rate of capacity, it is prob- 
able that the current fiscal year 
which ends next April will show 
earnings even higher than last year 
despite the undoubted effect of 
higher taxes and moderately in- 
creased operating costs. 
International Paper & Power Co.., 
soon to merge its identity into the 
International Paper Company, is 
the largest of this country’s paper 
manufacturers and the line of prod- 
ucts includes almost every type of 
material. The company has exten- 
sive facilities to manufacture kraft 
paper as well as specialties, cuts and 
processes much of its own pulp and 
has a sizable production capacity for 
the manufacture of newsprint. Since 
the outbreak of the war, Interna- 
tional Paper has demonstrated 
strong earning power and the re 
ported results for this year indi- 
cates no real reversal of trend. It is 
true that earnings for the second 
quarter of 1941 were more than 30 
per cent lower than a year ago but 


the decline was the result of in- 
creased reserves for taxes rather 
than a decline in the volume of 


gross business. What taxes mean to 
this company is best indicated by 
the six months figures for this year. 
In the first half year, net income, 
before federal taxes on income were 
deducted, amounted to $15, 836,564 
as compared with a net of $12,159,- 
318 in the similar period of 1940. 
However, it to allo 
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DIVIDENDS 








Beneficial 


Industrial Loan 
Corporation 
DIVIDEND NOTICE 


Dividends have been declared by 
the Board of Directors, as follows: 
PRIOR PREFERENCE STOCK 
$2.50 Dividend Series of 1938 
62!/o¢ per share 


(for quarterly period ending Sept. 30, 1941) 


COMMON STOCK 
40¢ per share 


Both dividends are payable Sept. 
30, 1941 to stockholders of record 
at close of business Sept. 15, 1941. 


E. A. BAILEY 


Sept. 2, 1941 Treasurer 

















THE TEXAS CORPORATION 


156th Consecutive Dividend paid 
by The Texas Corporation and its 
predecessor, The Texas Company 














A dividend of 50¢ per share or two per 
cent (2%) on par value of the shares 
of The Texas Corporation has been de- 
clared this day, payable on October 1, 
1941, to stockholders of record as shown 
by the books of the corporation at the close 
of business on September 5, 1941. The 
stock transfer books will remain open. 
L. H. LINDEMAN 
August 21, 1941 Treasurer 





, 
LOEW’S INCORPORATED 
““THEATRES EVERYWHERE” 

September 5, 1941 

HE Board of. Directors on September 

3rd, 1941 declared a dividend at the 

rate of 50c. per share on the outstanding 

Commo nm Stock of this Company, payable 

tember 30th, 1941 to stockholders 

of record at the close of business on Sep- 

iber 19th, 1941. Checks will be mailed 

DAVID BERNSTEIN 


Vice President & Treasur 








UNITED FRUIT COMPANY 
DIVIDEND NO. 169 
A dividend of one dollar per share on the 


capital stock of this Company has been declared 


payable October 15, 1941 to stockholders of 
record at the close of business September 18, 
L941 

LIONEL W. UDELL, Treasurer 


UNDERWOOD ELLIOTT FISHER COMPANY 


The Board of Directors at a meeting held 


September 11 1941, declared a dividend for 
the third quarter of the year 1941 of $1.00 a 
share on the Common Stock of Underwood 
Elliott Fisher Company, payable September 30, 
1941, to stockholders of record at the close of 
business September 20, 1941 

fransfer books will not be closed. 

C. S. DUNCAN, Treasurer 

- 

At a meeting held on September 5, 1941, the 


Board of Directors of Blaw-Knox Company de 
lared an interim dividend of 15 cents per share 
on its outstanding no-par capital stock, payable 
October 10 to stockholders of record at close 
of business September 17 
GEORGE L. DUMBAULD, 
Vice President-Treasurer 
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IN TODAY’S WAR MARKETS 


Prompt, Definite Security Service Advises You 
What and When to Buy and When to Sell. . . 
When to Contract or Expand Your Position 


A’ exceptional buying phase for selected securities is 

approaching. It will crystallize shortly as the market 
discounts war developments and new taxes . 
opportunities in undervalued stocks . 
ment spending . . 


. . as it reflects 
. accelerated arma- 
. and growing signs of inflation. 


Imminent market movements will have material repercussions 
on your efforts to protect and increase your security capital. 
To help you at this time . . . and during the vital months 
ahead .. . we suggest that you enroll with THE INVESTMENT 
AND BUSINESS FORECAST conducted by The Magazine 
of Wall Street. 


A Specialized Service 


With a background of service since October 1917... . of 
more than 23 years . . . THE FORECAST is in a unique 
position to counsel you advantageously in timing your com- 
mitments . . . in knowing what and when to buy and when 
to sell through specialized programs .. . for short term profits 
and longer term appreciation and income. 


Our staff... with its years of training and experience and 
extensive facilities is equipped to gauge decisive 


market turning points and movements with high accuracy, 
lt can also uncover for you, after skillful research, selected 
securities which are at depressed levels in relation to order 
backlogs, new business prospects, net profits and dividend 
payments . . . issues through which you can hedge against 
inflation. 


Now Is the Time to Act 


Our first step in serving you will be to appraise your present 
securities considering latest war effects, rising costs, broad- 
ening priorities, new tax levies and our Fifty Billion Dollar 
Defense Program . . . advising you what to hold . . . what 
to sell. You will be welcome to this consultation service at 
all times to keep your securities geared to the accelerated 
transition of United States Industry to an “‘all-out' war 


economy. 


As an added inducement to enroll with THE FORECAST 
now, we extend to you our Special Offer of Free Service to 
November |. You may strengthen your position, prepare to 
recoup losses and participate in our new advices of special 
situations and potential leaders selected for their capital 
growth possibilities. 
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of the telegrams I select, I will receive the complete service by mail. 
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Telegram collect will be sent on all recommendations checked below: 


CITY 





THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street 


I enclose 7) $75 to cover a six months’ test subscription () $125 to cover a full year of The Investment 
and Business Forecast starting at once but dating from November 1, 1941. 


RE Fis shes , (] Check here if FREE Air Mail is 
esired in the United States and Canada where it expedites delivery of our bulletins. (Your subseription e 


Active Common Stocks for Short Term Profit. One or two wires a month, e 


] UNUSUAL Low-priced Common Stocks for Market Appreciation. One or two wires a 
OPPORTUNITIES month, on average. Maximum of five stocks carried at a time. $1,000 
capital sufficient to buy 10 shares of all recommendations. 
TRADING 
ADVICES on average. Maximum of five stocks carried at a time. $2,000 capital 
sufficient to buy 10 shares of all recommendations. 
BARGAIN Dividend-paying Securities for Profit and Income. One or two wires a 
INDICATOR month, on average. Maximum of five stocks carried at a time. $2,000 
: . capital sufficient to buy 10 shares of all recommendations. 
NAME teenies .. CAPITAL OR EQUITY AVAILABLE. . 
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Continuous Consultation. Submit Your Securities for Our War Economy Analysis. 


New 
Special 
Otter! 


NEW YORK, N. Y. 


I understand, that regardless 


Your subscription will 
start at once but date 


from November I 


We serve only in an advisory 
capacity, handle no funds or 
securities and have no finan- 
cial interest in any issue or 
brokerage house. Our sole 
objective is the growth of 
been eee eeee your capital and income 
through counsel to minimize 
losses and secure profits. 
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cate well over $9,000,000 for normal 
income and excess profits taxes for 
the more recent period and to this 
was added another $2,000,000 re- 
serve to take care of whatever tax 
increases the new tax bill will im- 
pose. As a result, earnings per 
share for the first 6 months of 1941 
were equal to only $2.44 a share of 
common stock after making provi- 
sion for the preferred shares as com- 
pared with $2.51 a share under the 
same conditions in the first half of 
1940. Nevertheless, it is probable 
that this year will witness earnings 
of at least $6.00 a share of common 
stock despite higher taxes and other 
factors. With the change of cor- 
porate name, there is some possibil- 
ity that a plan will be formulated to 
do away with all preferred stock div- 
idend arrearages and thus place the 
common in a position to share in 
future dividend disbursements. 
While Champion Paper and Inter- 
national Paper have a strong interest 
in the kraft paper industry, Union 
Bag and Paper has even more. 
Union Bag is accredited with being 
the largest manufacturer of paper 
bags and likewise makes sizable 
quantities of wrapping paper, kraft 
board, specialty paper products, ete. 
In recent years, the company has 
considerably strengthened its trade 
position through completion of a 
widespread integration program. 
The company is now completely inte- 
grated, having extensive timber re- 
serves in the south, a pulp and pa- 
per mill in Georgia as well as other 
paper making facilities. The south- 
ern plants were put into operation 
sometime in 1937 and since that date 
are said to account for by far the 
largest part of the company’s output 
of paper and practically all of the 
company’s pulp requirements. As 
was the case with International Pa- 
per, Union Bag’s sales have been in- 
creasing although net income after 
taxes showed a decline of moderate 
proportions from that of a year ago. 
Net sales for the second quarter of 
this year amounted to $6,739,560 
Which were 12 per cent higher than 
in the first quarter of this year and 
19 per cent greater than in the simi- 
lar quarter of 1940. Nevertheless, 
higher costs and mainly increased 
lax provisions resulted in a decline 
of approximately 6 cents a_ share 
from earnings of the first quarter and 
9 cents a share from the amount re- 
ported in the second quarter of 1940. 
With earnings of 38 cents in the sec- 
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ond quarter, earnings for the first 
half year amounted to about 71 
cents a share. 

Since the middle of the year, the 
demand for products such as those 
manufactured by Union Bag & Paper 
have been mounting and sales have 
undoubtedly been higher than the 
average for the first half. With ade- 
quate supplies of pulp and no par- 
ticular operating difficulties it is 
probable that a somewhat larger 
proportion of net operating income 
will accure to the shareholders and 
it is expected that the full year re- 
port will indicate at least a modest 
improvement over those of a year 
ago, especially since it is not likely 
that the year-end deficit of 16 cents 
a share will again be repeated in the 
fourth quarter of this year, as it 
was at the close of 1940. The de- 
duction of 1940 was made to adjust 
tax payments to the new rate. Dur- 
ing recent quarters this deduction 
has been made in each quarter. 

The prospect for the entire paper 
making industry is therefore, one of 
continued high sales but slowly de- 
clining profit margins. The entire 
industry is markedly of the prince 
and pauper variety but at the pres- 
ent time it is probable that on the 
whole, earnings will be moderately 
better than in any other comparable 
industrial group. The prospect of 
not too drastic declines in near term 
carnings should make good compari- 
son with other enterprises, although 
unless something favorable develops 
which might promise greater sup- 
plies of raw materials or perhaps, 
compensating selling price changes, 
the situation does not contain much 
upon which to base a widly enthu- 
siastic stock market action. 





What Westinghouse Electric 
Can Do at Capacity 
Operations 
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which is set for October 29, more de- 
tails of the proposed financing will 
be forthcoming. The company has 
no bonds outstanding at the present 
time, the capitalization consisting of 
79,974 shares of participating pre- 
ferred stock and 2,592,155 shares of 
stock, both of $50 par 


common 
value. 
During the first six months of this 








For the Business Man 


YOU CAN'T DO BUSINESS 
WITH HITLER 


DOUGLAS MILLER 
Little, Brown & Co. 229 pp. $1.50 


POSITIVELY A MUST BOOK—to be read 
by one and all, but particularly by those who 
still persist in thinking a Nazi victory can have 
no effect on the American way of life. Mr. 
Miller, our Commercial Attache in Berlin for 
fifteen years is an acknowledged authority on 
Nazi economics. His revelations of ‘‘New Or- 
der’’ duplicity are breathtaking, but his vera- 
city cannot be denied. The solution seems to 
be... fight or capitulate, there can be no 
middle road. 
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COLOMBIA, GATEWAY TO 
SOUTH AMERICA 


KATHLEEN ROMOLI 
Doubleday, Doran & Co. 364 pp. $3.50 


A delightful book by an author who ap- 
proaches her subject with deep understanding. 
A history of Colombia and Colombians—wise 
comments on internal conditions and relations 
with other countries. A presentation of the 
past, present and future of Colombia, told in 
an entertaining, amusing and witty fashion. 
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THE AIRCRAFT YEAR BOOK 
FOR 1941 


Aeronautical Chamber of Commerce 
of America, Inc. 608 pp. $5.00 


The twenty third annual edition of The Air- 
craft Year Book. Contains Statistical tables and 
a directory of the aircraft industry. It is com- 
prised of eleven chapters covering all phases 
of aviation. There is a particularly interesting 
chapter dealing with an analysis of war in the 
air... a subject that is given much space in 
today’s newspapers. The book further contains 
many illustrations and drawings of planes and 
engines. Technically accurate, it is the official 
reference book of the United States armed 
forces. 


Already a “*Best Seller” Among 


Financial Books! 


"NEW METHODS 
For Profit in the 


STOCK MARKET" 


BY G. A. DREW 


Answers These Questions 


By what simple rule did one man run a $100,000 
legacy to $14,400,000? 

Wall Street veterans claim ‘“‘the public is always 
wrong!’’ In what way is this true, and how can 
it be curned to your advantage? 

What is Elliott's Wave Principle? the Ten Per- 
cent Rule? Hood’s Group Action? Quinn’s Di- 
vergence Curve? Odd Lot Index? the Parker 
Method? The Burlingame Plan? 

What new method based on information only 
recently available anticipates major market turns 
—and gave the most important indication of three 
years in May, 1941? 


Sent postpaid for $2.50. 


These 


Magazine of Wall Street book department. 


books may be ordered from The 
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year, earnings were running well 
ahead of those of a year ago although 
in July the net profit fell below that 
of the corresponding month of 1940. 
However, in spite of this fact, net 
income of $12,978,697 for the first 
seven months of 1941 compared 
favorably with $11,592,448 for the 
same period of the previous year. 
The per share earnings were $4.86 
and $4.34 respectively for the com- 
parable periods. In the first half of 
this year, net income available for 
stockholder dividends was $11,568,- 
401, but in the same period $17,- 
634,792 was set aside as the Govern- 
ment’s share. The tax bill was 
$8,395,264 for normal taxes and 
$9,239,528 for excess profits. Under 
the new tax schedule, the company’s 
tax bill will be sharply higher and, of 
necessity, the stockholder’s share will 
be less by the extent of the tax 
impost. 

The outlook for the company, as 
far as earnings are concerned, is not 
quite so promising in the second 
half of this year as it was in the first 
two quarters. The company has 
embodied some protection from in- 
creased material costs in many of its 
contracts but with many high profit 
margin semi-durable consumer goods 
due to be eliminated from produc- 
tion as priorities are gradually stif- 
fened, higher billings will fail to find 
a proportionate representation in net 
earnings. Then, too, it has already 
been demonstrated that taxes are 
now absorbing more of net operating 
income than the proportion accruing 
to the shareholders so that further 
increases in the tax rate will come 
mostly from the stockholders’ share. 
Despite the fact that this year’s bill- 
ings will probably reach a new high 
point, it is improbable that the com- 
pany will report much better net 
earnings for the year than was re- 
ported a year ago. 

The issuance of an additional $50,- 
(00,000 or so of new securities would 
further dilute the present stock- 
holders’ equity in earnings despite 
the fact that the company will prob- 
ably earn a reasonable return on 
its new capital. The longer term 
prospect is beclouded by the mem- 
ory that during the past depression 
years the company was unable ade- 
quately to employ then existing pro- 
duction facilities and since then has 
doubled the potential output of most 
of its heavy goods divisions. It was 
these same divisions that remained 
inostly idle in the years subsequent 
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tu the outbreak of the new war. The 
current unfilled order backlog is 
preponderately Government business 
upon which profit margins are mod- 
erate, and the goodwill built up at 
great expense in recent years for 
such profitable items as electric re- 
frigerators, mechanical stokers, radios 
and other devices will be lost due to 
the company’s inability to meet con- 
sumer demand for these items. 

What the market price of the 
shares may do in the future cannot 
be said for too much depends upon 
the action of the market itself and 
the many varied influences emanat- 
ing from the company’s position in a 
volatile industry. And neither can 
the future rate of dividends be pre- 
dicted for similar reasons. More 
volatile and promising equities can 
be found for speculation; better and 
at least equally secure yields for 
investment, 





As I See It! 
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unpatriotic, un-American and un- 
sound. 

In his bias, Lindbergh refuses to 
recognize that the hatred of Hitler 
runs through the warp and woof 
of the people and has steadily in- 
creased with every Hitlerian con- 
quest, and naturally so, for the popu- 
lation of the United States is almost 
entirely of European stock. 

Lindbergh’s belief in the invinci- 
bility of the Germans is forced, to 
say the least, in the face of great un- 
certainty of the Nazi campaign in 
Russia plus the evident weakness of 
the German position which makes 
it possible for Norwegians, French 
and Crotians to revolt against their 
rule, and therefore can only be con- 
strued as insidious propaganda de- 
signed to slow down our armament 
program. 

Let us not forget that Mr. Lind- 
bergh’s judgment of Russia’s effi- 
ciency and air strength was entirely 
inaccurate. The same thing was true 
of his beliefs regarding both France 
and England. 

I sometimes doubt whether Mr. 
Lindbergh’s attitude toward this 
country is one of sincere helpfulness. 
I cannot forget that he despised us 
when he went to Europe to make his 
home and that he asked British citi- 


zenship. I for one have no conf 
dence in him whatsoever. 

His criticism of our foreign poliey 
is presumptuous because of his lack 
of experience. Any sound thinking” 
person will agree that eur foreign 
policy has been brilliantly handled; 

1. The Democratic front against 
Hitler has been amazingly strength- 
ened since 1939 when the war broke 
out. 2. In the Far East, we hold 
Japan in a pocket. 3. We are the 
gainer as far as Russia is concerned, 
for in an emergency of this kind one 
must use the tools at hand, especially 
when the signs are that the victori- 
ous Allies will make it necessary for 
Russia to accept and practice the 
long delayed Democracy. 

I think we should take heed of 
the prowling Nazi wolf and cut the 
claws of his cohorts in this country, 
And, instead of permitting nazis and 
nazi sympathizers to confuse the 
main issue with trivialities, let us 
concentrate on the job of destroying 
the wolf first. Then we can always 
go back to the family habit of bicker- 
ing among ourselves—and much less 
dangerously. 





Happening in Washington 
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prospects of enactment are better 
than in earlier years. 


Containers and shipping packages 
are shorter than raw materials in 
many industries, leading to new 
methods of packaging. Steel drums, 
carboys, burlap, box shooks, paper- 
board, cardboard, packing paper, 
and other shipping materials are all 
scarce, pinching industries in unex- 
pected places. One result is fewer 
advertising displays, simpler con- 
sumer packages, more sales of bulk 
materials. Some long-range changes 
in distribution methods may come 
out of this situation. 


Lobbying, pull, and influence beset 
the defense program, but OPM is 
now getting tougher, and orders have 
been issued not to deal with lawyers 
and intermediaries where direct con- 
tact is possible, and not to become 
obligated to business men or their 
agents. Advice to business men hav- 
ing defense troubles is to deal di- 
rectly and on merits. 


When doing business with our advertisers kindly mention THE MAGAZINE OF WALL STREET 





